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THURSDAY MORNING SESSION
April 4, 1963

The meeting of the Long-Range Objectives Committee
of the American Institute of Certified Public Accountants,
held in the Conference Room of the Institute at 666 Fifth

Avenue, New York, New York, convened at nine-thirty o’clock,
Mr. Robert M. Trueblood presiding.

Present were:

Mr. Robert M. Trueblood, Chairman
Mr. Malcolm M. Devore
Mr. David F. Linowes

Mr. John Carey

Dean Courtney Brown
Also present:
Miss Elizabeth Arliss

Mrs. Muriel Constant, Stenotypist

CHAIRMAN TRUEBLOOD:

Shall we begin?

We started out two years ago on this project, wasn’t

it, Jack?

Spent a number of meetings Just asking ourselves

questions and ultimately put them together in what we call
"The Profile, ” for no good reason, and I guess you have seen that.

Then we have had, as Jack mentioned, a series of

consultations, and have about an equal number scheduled for
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the future, hoping to wrap up this phase of the program by

November or December of tills year.

Meanwhile we put out these so-called position
papers on each subject, of which I know you have had some.
They are strictly working papers, with rather general distribu

tion upon request to, shall we say, the ruling elders within

the state societies and the Institute, but they are not public
documents in the usual sense of the word.

So the way we have been running these meetings is
first to give the consultant a chance to talk so long as he
likes, up to an hour, but just off the top of the head as I

am sure Jack has told you -- anything you want to say — any

thing you would like to say — about what questions we haven’t

asked ourselves, what questions we should be asking ourselves —
whatever you think about what our outcome and our future may

be, and then we just open up and go back and forth quite in
formally for as long as you want, or for as long as you can

make yourself available.
The thing is recorded, the transcript comes out.

Mr. Devore is going to take notes and we will ultimately write
the position paper.

After that has gone through the Committee, you will
be given a chance to see it before there is any distribution
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outside the Committee.

We try to be pretty careful about making too many
attributions that might cause trouble but Just sort of giving

perspective to the whole problem that we are talking about.
Just by way of planning and programming , you are the
first educator that we have talked to as such.

We do have,

however, plans for a panel participation by a group of three

or four accounting educators that we would like to get differ
ent points of view from on the subject.

So, with that, unless you have any questions, or any
of you have pertinent questions or comments, we can just
take off.

DEAN BROWN:

I would like to be back some time in the

middle of the afternoon, if possible.

I left some unfinished

business and I would like to be back.
MR. CAREY:

DEAN BROWN:
MR. CAREY:

Does that mean half-past three?

Is that feasible?
We can arrange it.

That’s why I asked.

I wonder what effect that may have on our arrange

ments for luncheon.

(Off the record.)
DEAN BROWN:

Your identification, Bob, of me as an

educator, I appreciate, Bob.

I am not sure that it is ac

curate, having spent as much time in business, or even in

Government, as in the field of education.
I take it that you have asked me to share these
thoughts with you because you wanted someone who was a little

informed about Accounting and might be somewhat informed about

the subject of materials in which accounting was interested.

Perhaps the best thing for me to do wo
uld be to
start with a survey of some of the trends that seem to be
emerging in the economy and the nation — in the world, for

that matter — that would have relevance for Accounting and
the training of accountants.
The projection that you gentlemen are going to make
of what Accounting is likely to be, what it should be ten

years hence, involves a large element of conjecture, of
course, and this releases me from lots of inhibitions because

when we are talking that far ahead, we can see it far more

clearly than if we were talking about it tomorrow.
One of the things that seems to me to be the most
dominant in conditioning the environment as it is developing is
the rapid acceleration of automated devices of one kind or

another.

We are moving out of the automation of mechanical

things to a more sophisticated kind of automation. For the
whole period of the industrial revolution

we have been design

ing machines to amplify the muscle of man.

We are non begin

ning to design machines to amplify the mental power of man,

as it were.

By this I don’t mean to infer that machines will
necessarily be able to initiate thought, but they are cer

tainly capable of handling the repetitious kinds of processes
that we so frequently have to think through before we repeat

them from habit.

They are certainly capable of marshalling

data quickly, and in forms that make it possible for us to
perceive the significance of the data more quickly.
I certainly would not want to subscribe to the alleged

legend over the front entrance of the Rand Corporation —
"Think?

Hell, no! Compute."

(Laughter)

But certainly the facilitation that the computer

gives us to think can rapidly change the environment in which

we are working, and particularly the environment that the

accountant is working in, which is basically the marshalling
of data and its communication.

This trend toward greater

automation is going to have another basic impact upon the

society, which I think all of us recognize.
Much of what I may say would sound trite because

we have all been aware of these things for a long time.

To

gether, however, they add up to a rather impressive set of
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implications.
The task of producing goods and services will be

made much more efficient and effective, I think.

Wether we

are moving into a period of affluence or excessive abundance

or what have you in the more advanced areas of the world is
an interesting debate.

I think the effort to produce goods and services is

going to be facilitated.

The effort to produce Jobs and

incomes and goods and services is going to become far greater
in its demands.

In addition to making it harder to produce

jobs in sufficient quantities, in sufficient numbers, and the
incomes that go with those jobs, it is going to change the
nature of the jobs.
The existing tasks will, it seems to me, then go
through a fundamental shift in their nature.

The tasks that

are now assigned to routine processing will very readily be

adapted to the machine.

It will add new jobs.

But whether

it will add new jobs as rapidly as the society will desire or
want those jobs is dubious.

And it may involve us in going

through a painful and rather cosmic change in attitudes toward

work.

In the American tradition, the idea of work as a
good within itself has dominated our thinking.

It is the
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means of building character.

It is the cleansing agent in our

lives that keeps us out of mischief.

I guess all of us learned

at our mother’s knee that idleness is the devil’s workshop.
You know.

This is an attitude toward work that is not shared

by other cultures, necessarily.

The idea of work as being

demeaning is more characteristic as the kind of thing you
would find in Pakistan, or India, or Ceylon.

I recall an incident in the embassy in Ceylon.

I

was talking to an ambassador and there were two embassy
people there, both worked for the embassy.

One dropped his

pen and he indicated to the second one to pick it up.

below his dignity, you see.

It was

The ambassador made the first

one pick it up.
But we have spent the recorded period of human ex
istence in working to live, and now we are faced in this period

of abundance with the prospect of living to work.
We are not worried about the unavailability of

transportation when the motor companies in Detroit reduce
their production schedule.

We are worried about Jobs.

Well, it may be occurring now without our quite

realising it, that we are going through this metamorphosis of

attitude and thought, and finally this rapid increase in auto

mated devices.
Well, it seems to me — and I don’t know that I

would find agreement among all those who studied the question -

but it seems to me that it will tend to increase rigidities in
the economy through the necessity to program production over

a long period of time.

The sensitive response of production

to changes in the demand simply cannot be accommodated quite

so quickly and readily with the depth of formation that is
implied in this set of production arrangements.
A few moments ago I expressed the view that this
greatly Increased interest in science would increase the number

of Jobs as well as change the nature of existing jobs.

Now,

of course, this can take the form of new product production in
some cases but I doubt if that would be adequate to compensate

for the loss of Jobs that is implied on the other side of
the equation.

Yet, I think we are beginning to see now that ir

respective of the level of activity that it is reasonable to

envisage even in the next year, even though we should get a
growth rate of five or six per cent, which is far and away

beyond anything that is now being experienced, we are still
going to have a large number of unemployed, and the public is

only now becoming vaguely aware — indeed, I think the ad
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ministration is becoming increasingly aware of it — but it

will carry with it the promise, whether the realisation or
not, of a large increase in exploratory activities of one

kind or another.
We see this in the large increase in research and
development outlays by business currently and the accelera

tion of those outlays for the past decade.
I will not try to quote figures because the data

themselves are not very accurate, but you see comments from
time to time that the outlays for research and development in

Industry, or in industry and government in the last decade
have exceeded the outlays for the first 150 years of the

nation’s history, and that kind of thing.
That absorbs people, the process of research and
development absorbs people, and the results of it would
create new Jobs.

But it is not just research and development

in the normal production of goods and services.

It has taken

literally fantastic forms of research in space and the throwoffs of that.

We hear this morning that the Russian satellite is

half-way to the moon and is performing beautifully, and it
wasn’t a decade ago when people talked about shooting a

satellite to the moon, you thought they were certainly romantic
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dreamers if not radically loony men, you know.
Research in other areas of medicine, of oceanography,
in almost an infinite number of different directions, is

gradually absorbing a larger and larger part of the total
national activity.

We would like to think of this as being something
completely new in the world,and in some senses it is; in

others, it isn’t.

I guess it took a large part of the Spanish

treasury to finance Columbus’ exploration so in relative

terms maybe it is not so difficult, but the consequences of

this outlay for Columbus’ trip was unavailable to anyone
trying to conceive of them at that time, and it is entirely

possible that some of the extraordinary outlays that we are

making today for exploration in various directions will be
beyond their expectations.

Now, going back to the labor force and the effect

of some of this on the labor force, I find it beyond my
capacity to measure it quantitatively, whether the Job crea
tion results of all this will be adequate to compensate for

the job destruction.

That probably is the proper word to use.

I rather suspect that the net result will be that a

smaller portion of the total population will find the op

portunity or the desire to hold jobs in the sense that we now
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think of them.

If that is so, it probably means a contraction

of the labor force on the two ends of the age scale.

In the earlier years I think we will find people
staying in their academic programs longer.

On the other end,

I think we probably will find a tendency toward earlier re

tirement.

This implies, if we are going to get this kind of
adjustment in society, that those that are in the labor force

are much more productive in the sense of output per man hour
of work.

The alternative would be that we would suffer a

regression in the real level of well-being, which I doubt
would be consistent with this general pattern that I am trying

to depict here.

The educational requirements of those that are in
the work force, the labor force, will clearly be lifted.
are seeing that regularly today.

We

At the turn of the century

I think four per cent of the high school graduates went to
college.

Today it is closer to forty per cent.

The number

that are going on from college to their graduate work is in

creasing in similar proportions.
Whereas at one time it was essential for a young man

to have any kind of a career at all to have at least a high

school education, it is beginning to appear as though the bac
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calaureate is no longer adequate, and not only is the depth
of educational experience being prolonged, I think the
quality of the educational experience, while they are there,

is being stepped up.
But this is going to be a requirement for a success

ful career, I think, in the work force, or the labor force,
whether we are talking about the sciences or any other field

that a man may choose.
The converse of this is that since there will be

a diminishing proportion of Jobs available for the unskilled,

for the untrained, it is an interesting and almost comforting

thought to contemplate that possibly the area of domestic
service will reappear.
CHAIRMAN TRUEBLOOD:
DEAN BROW:

Praise be!

I wonder what will happen to these

people that were dropped off the end of the line because there

is no Job for them of a routine and repetitious nature.
Turning to education as such, it has some implica

tions for what is done during the educational years, and I a
m

going to come back to that term "educational years” later.
There is one thing that characterizes this kind of
a trend, if indeed it is a valid one.

It is a period of very

rapid change, of different ways of doing things, of different
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ideas, even of basic concepts, that are being challenged in

some cases, and what we learn in school is being rapidly
obsoleted.

The mathematics that I learned as an undergraduate

in 1922, 1926 — and I went pretty far with it — is completely
out of date today.

If I tried to teach a freshman class in

mathematics, I would fall flat on my face.
It makes you wonder if the degree itself shouldn’t

have a terminal date!

MR. LINOWES:
DEAN BROWN:

(Laughter)
It’s a good concept.

And our ideas about all of the academic

disciplines are going through such rapid revision that re-tool
ing one’s knowledge is becoming increasingly important.

What this really means is that education that is
descriptive, factual, makes demands on the student for a high

degree of memorising or learning by rote, and class examina
tion — it has never been very useful but is becoming very
rapidly useless.

If this is so, then education has the responsibility
to increasingly use facts simply as means of stimulating the de
velopment of analytical abilities, of inquisitiveness, of the
kind of discipline of the mind that is compelled to adjust

to changing circumstances as new facts are available, and this,
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in turn, suggests that one of the characteristics of the

educated mind must be capacity for adaptation and toleration
of change.

The acquisition of fact itself is going to be fa
cilitated, I think, with many of the teaching methodologies

that have developed pretty largely out of military experiences
during the war, and with program learning of one kind or

another, whether it is teaching machine, or what, in the hope
that hopefully this is going to release the time for the more

profound and what is in fact harder but far more satisfying
kind of learning and teaching.

Turning to the implications of this for Management,
there is implied in this, it seems to me, such a large mar

shalling of capital and units of capital, that which at one
time, well, at many times in the past we thought were beginning

to reach the maximum size efficiency, of another indefinite

period of expansion ahead, and before there is any evidence
that they are reaching their maximum efficiency, and I think

this whole thing implies that organizations which have a

natural propensity for growing can do so without impairing

efficiency.
It does carry with it the thought that to maintain
this efficiency principles of decentralization will be de
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veloped perhaps even further than they now have been developed,
with centralized policy-making and control and the delegation

of responsibility for current operations.
This, in turn, carries with it the thought that ac

countability and methods of tightening accountability, whether
the accountability is in financial terms or operating terms

that have no financial description attached to them, is im

material, but I think that this is an area of Management that
is of direct interest and importance to the accountant and
that we will find a large further interest in and development of.

A second implication to Management is that Manage
ment will be less a task of getting things done through as

signing people routine and repetitious Jobs which are being

taken over by the machines more and more, but working through

creative and imaginative people that have these high levels
of education to get things done.
Now, it is one thing to use —- I am not sure that this

is the proper word — inert individuals and direct them to a
common organizational purpose.

It is quite a different thing

to work with the creative and imaginative individual, and tills,
I think, is going to become the subtle task of Management in the

years ahead.

The job that Management now has is not often thought
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of as its job; namely, how to allocate the funds that are cur
rently becoming available to it to different organisational

purposes, whether it is to new investment in growth, in posi
tion in the market, to fringe benefits for labor or better

salaries for labor; whether to improve morale; whether it is
to pay larger dividends to stockholders — these are going to
become increasingly difficult problems, it seems to me, as

the rigidity of the production cycle becomes more clearly

defined, and whether the public bodies will increase their
interest in this kind of problem beyond what they have al

ready done is a very interesting question.
We have heard a great deal in recent years about

management's responsibility to the community and to the activi

ties that are peripheral to the company, or perhaps outside
the company’s direct activities or interest. I think we are

going to find that particularly at the middle management level
many of the codifying activities that absorb everybody today
are going to be diminished, and that more time will become

available for some of these outside activities and interest

and the development of people in the middle echelons of
management as better informed participants in the community

life rather than being shackled to the routine of the company’s

dally affairs to the same degree.
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Someone once asked whether this period of abundance
that we may be approaching is going to erode the basic as

sumptions of capitalistic and free society.

After all, you

see, they have been built on the assumption of scarcity, on
the flexibility and mobility of the economy, and the concept
of work as a good in and of itself.

I am not going to try to answer the question.
don’t know.

I

I do think I see the necessity of Management to

qualify its undiluted allegiance to the seeking of maximum

profits at all times and in all situations, that I find it
easy to rationalize this myself because I am convinced that in
this kind of a setting, the maximization of long-range profits
will require actions that will seem to be incompatible with

maximizing quick and short-term profit.
What we are really saying is that the economist’s

concept of maximizing a profit on each transaction, which has

already begun to be qualified by saying that the corporate

activity is the continuing process of an even flow from the
supplier to the inventory of raw materials to the production

process to the warehousing of the product, to the moving into
consumption and that you can impair this smooth flow by trying

to take advantage of any situation that might arise in this

cycle, therefore it is not advantageous even though you can

18

maximize the profit by doing so —
I think we are going from that concept now probably

to the even longer term consideration that the corporation is

given sanction, or the business organization is given sanction

by society for two basic reasons:
One is to produce abundance.

brilliantly in doing this.

We have succeeded

But, secondly, to produce a

satisfying way of life for those that are involved in the
labor force in the society.

This doesn’t seem to me to try

to qualify the basic premise of trying to maximize the profits.
Therefore I do not require it as a fundamental qualification
of what we have come to describe as the private enterprise

system, free economy, or whatever you want to call it.

But

it does say that profit for its own sake may be qualified as
a profit as the means of achieving larger ends.
This doesn’t disturb me.

I think it would, if we

think it through carefully and see its full implications, it
would provide reassurance of the indefinite continuance of
our kind of society and of our way of life.
Now, there are perhaps several additional thoughts

that I might add that may have relevance for the accounting

profession.
If corporate Management moves to a full verification
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of its purpose, to production of goods and services, to produc
tion of Jobs and incomes, it will pull some of the props out

from under the labor movement, and I have long wondered whether

there was any possible answer to the labor situation other
than a growing up or a getting away from the notion of tribal

warfare that seems to characterize it.

It is the only part of our society that does seem
to have this characteristic, and I doubt if we will ever find

solutions to the quote labor problem unquote in its own terms,

as it is now thought of and perceived and talked and discussed.
It is going to take some very imaginative thinking.
But during the process of this thinking, and it is

likely to be going on for a decade, we are going to find, I
think, that the collective bargaining purpose is progressively

less adequate to cope with the rapidity of change and adjust
ment that is involved, and during this period we may find the
so-called referee theory of government being pushed further and

further, and this is a Job that the accountants well ought

to think about carefully.
The better the facts, the better the marshalling of
the facts and the better the communication of facts, the better
the refereeing is likely to be, although I still wouldn’t have

too much confidence in it.
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But all of this kind of trial and error, of movement

and back away from the trial, is going to make demands for more

information, better information, more prompt information and
better communicated information.
The public is going to know what it is doing and is
going to participate in the basically democratic process of
national conversation about it.

It is also true, it seems to me, that the accountant
is going to perhaps be asked to concern himself with the ac

cumulation of data outside the business organisation, some of
the regional and national material that will be needed to

make intelligent public policy.

Whether we will move in the

direction of a France, where you develop a national plan and
fit all of its component parts into the national plan, I don’t

know.

I would think we would move rather slowly in that di

rection, although we would talk a lot about it.

It is true that the simulation exercises on the
computer will encourage us to think to develop a national plan

because the model worked out this way and that is the way we
ought to do but it is a long way from that to developing a

plan that everybody will tend to fit into, and I am not myself
completely ready to say that the French National Plan is the
source of their vigorous growth, or whether they had their
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vigorous growth despite the national plan.

Germany had just

as much growth without it.

And finally, I might mention this rigidity, from
time to time, they will require

are precise requirement to

help Management foresee the consequences of any particular

action that is taken.

Well, these are conjectural.

I present them as such.

Many of the things I have said probably will prove to be far
wide of the mark.

Whether they are likely to be too imagina

tive, too radical or too conservative, I am unable to say at

this stage.
I think these are some of the trends, however, that

are beginning to be seen somewhat more clearly that will have
relevance to the accounting profession.

I have talked too —MR. CAREY:

very briefly!

CHAIRMAN TRUEBLOOD:

Very briefly, and very helpful.

Everything you have touched upon is right where we want to be.
Well, who would like to take off?
MR. DEVORE:

I have a question.

I would like to

discuss a little bit further this thought that it is possible
that our economy may become more rigid.
not become more flexible and less rigid.

I wonder if it may

22

Certainly, from the standpoint of business Manage
ment today, they are seeking faster information to enable

them to cope with the day-to-day problems in a more effective

manner.

Production and goods of itself obviously will not

avail business anything unless they can be distributed and

sold.

Possibly the better information, which we hope will

flow from more sophisticated means of gathering information and

data may permit Ma
nagement to operate in a little more fluid
basis than they have heretofor.
I would wonder whether or not the fact, which I

would not dispute in itself, that you ma
y have large aggrega

tions of capital to carry the investment needed by these more

sophisticated means, would of itself have any bearing upon

rigidity.
Now, this is conjecture on my part, as it was on

yours, but I would raise the question of whether or not the
trend may not be toward greater flexibility rather than greater
rigidity.

DEAN BROWN:

Well, certainly, the information should

become more comprehensive.

It should become more readily

available, and if other things were equal, would give Manage

ment the opportunity of making quicker decisions relative to

change.

But the thought of the greater Rigidity was based upon
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the fact that within this context you begin a production
batch.

You make an analysis of the market; you make an esti

mate of what the market can take at a price.
On the basis of that anticipated price, which is

perhaps fixed for the period of the batch’s production and

sale, you make your estimate of cost and you lock the whole
thing in and you go right ahead with it until the thing is over.
Now, you may find because of your greater availability

and more rapid availability of information that after you

have gone half way through this program of production that
you made some bad judgments.

The question is whether you can

change them at that time, and that is one of the thoughts

that I have had.

The other is that with the computer we are finding
more and more some managements beginning to do Just what I
said we were thinking of doing in the national economy, setting

up a simulation of an operating program.

Not Just one kind

of a production but a lot of different kinds of production.

An operating program that takes the form of an operating budget
to put everybody on quotas of achievement right through the

organization, and once this becomes a basis of operation
throughout the organization, it becomes pretty doggone hard

to change it.

In other words, the very attempt to make longer-

range plans because of the greater availability of information

is, it seems to me, developing this propensity to operate on
a programmed basis, which, once started, you have got every

body in the organisation geared to.
You have your sales meetings, you have your produc

tion meetings, you have everything.

And even though when you

are in the picture, into the program, your more rapid avail

ability and more impressive data may suggest my gosh, this is
not going to work just like it was planned, it becomes hard

to change.

CHAIRMA
N TRUEBLOOD:

Isn't there another piece of

this information factor in terms of the extension of the
range that, let's say, historically or in the past we have

sort of worked with closed-in information systems, the informa
tion we have had was what was in our house, in the shop, we

were a victim of sales orders as they came in in the morning?

Now if you go to the idea of a total information
system, an open-end information system, where you bring in not
only a refinement of your own data but information from the

outside world, information about your customers, information

about your industry, information about the total economy, this

is another gap or piece of information which permits this ex

tension of scope.

Would you agree with that?

DEAN BROWN:

Yes, yes, I definitely would.

Would you go a little further. Bob, and — I take
it that you are relating to this basic question of rigidity?
MR. TRUEBLOOD:

DEAN BROWN:

Yes.

Is it your thought that as these Informa

tion systems extend beyond the limitations of the company,
that this itself would induce greater flexibility or --—?
CHAIRMAN TRUEBLOOD:

DEAN BROWN:

MR. CAREY:

A longer planning scope —

Yes, exactly!

CHAIRMAN TRUEBLOOD:
DEAN BROWN:

No.

Call it rigidity or what.

Yes, that’s right.

This I agree with.

If I understand you correctly, is the

automobile industry a good example?

When it comes up for a

new model, it organises its outlets when it gets ready, and it
can hardly stop until that model is sold out of price.

Is

that right?
MR. DEVORE:

MR. CAREY:

I don’t think so.
Well, that’s what I wanted to bring up.

You know, something about the automobile industry — you know
something about it.
MR. DEVORE:

I don’t think so,

I think they are highly sensitive to the selling
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phase of it.

While I quite agree that these things of which

you are speaking will tend to make for longer programs, I am

equally certain that if through better information we find out
sooner that we are shipping twice as many units as we are sell

ing, that production lines will be altered and adjusted very
quickly so that I think what I would suspect would happen would

be that we would, number one, have the longer range programs
but that through the availability of better data, we will come

closer to the ultimate mark than we have been able to do here
tofore so that possibly the need to adjust programs will be less.

That, however, is not rigidity, in my sense.

I

would think that in that sense that the greater availability

would make whatever alterations would seem to be required
more quickly.
DEAN BROWN:
point of view.

Well, I find this a very heartening

I hope you are right.

My appraisal of it, how

ever, suggests that it might be the other way.

CHAIRMAN TRUEBLOOD:

Well, it may be the single word

"rigidity" that we are hung up on.

MR. CAREY:
MR. DEVORE:

It may be ambiguous.

Yes, it may be semantics.

CHAIRMAN TRUEBLOOD:

Because, certainly, in our own

business, for example, we have to plan even now for our rela-
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tive penetration of our Management services, taxes or audit,

for example, in ten or twelve years down the road, but this
is not to say that we do not adjust very rapidly to the needs
of a particular client, or the expansion or diminution of a
particular office in Timbucktoo.
But nonetheless, there is a very long-range toward

working to -—

CAREY:

And a commitment of capital.

When

someone has sunk a large amount of capital, even when you
found a better way to do it, in the middle of the process it

would be hard to write that off.

There is an impulse to Just

keep going on the plan.
DEAN BROWN:

two or three days ago.

I heard an interesting discussion Just
A project, a very large project had been

planned and steps had been taken and certain acquisitions
made.

The circumstances have changed somewhat — not drastically

but somewhat — since the original program was set.

Now, the discussion of whether to go ahead with it
was not whether it met the original criteria, but what were
the comparative costs and risks of stopping now or going

ahead, and if the disappointment that is now possible occurs

two years from now is it going to be more costly than if we
stopped, and we decided to go ahead.
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This is the kind of thing I mean.

MR. DEVORE:

That’s right, and this is a decision

which business has had to make from time immemorial.

I think, my only point was that with the avail
ability of better data, these decisions can be made before

the consequences are as severe.
MR. CAREY:

Bit Dean Brown’s point is that with the

increasing magnitude of the operation, the difficulty of the
decision is greater so it may then offset the availability of
the information.
DEAN BROWN:

I think the point being made here is a

very good one, that the program itself, the batch, or the
project, or whatever it is, can be made with the possession

of better facts and more current facts, and therefore, other

things being equal, should be a more intelligent program.
But this doesn’t, it seems to me, release you from
the program once you have gotten into it, and there is that
kind of longer — I guess the economists would call it the

more intensive use of capital — that your commitment is more
enormous and the opportunity to pull in and out are —
MR. DEVORE:

Yes did anyone really think that with

these newer techniques we will increase losses from poor
judgment or obsolescence or overstocking?

I don’t think so.
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I think that we would expect that these better tools

would enable us to do a better job.

DEAN BROWN:
MR. LINOWES:

It certainly should.
I was just going to try to get back

to something a little more basic before pursuing this theory
a little bit more, and that is, still following with this
theory of availability of data and data machinery, everything

you said, Dean Brown, implies that the direction of business
will continue as it has in the past; namely, profit-making and

furnishing the opportunity for labor.
I am just wondering whether business is not beginning

to take a new direction, making for more social consciousness.
The other facet I wanted to comment on was this.
You also have implied that accounting needs, since we were
directing it toward accounting needs, would be applied toward
the industrially developing areas, such as we now have, tying

it again to the concentration of social awareness and responsi
bilities for human needs all over the world — India, Africa,

China.

Is it not likely, or is it possible that business
will increasingly try to declare itself a profession and put

social responsibilities first in the next decade or two and
thereby apply itself, its know-how and capability to helping
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to alleviate some of the dire needs in some of the other parts
of the world rather than increasing the sophistication, the ma

terial production in the already industrially overdeveloped

areas?
MR. CAREY:

Could I elaborate?

I have the same question in another form and I think
they fit together.

It is the assumption of abundance here, and the
question is something like Dave’s.

Isn’t it reasonable to suppose that we don’t reach

this superabundance

and lack of employment opportunity, in

creased leisure time, until the rest of the world catches up
with us?
Won’t there be, either through natural economic
competition, as in the Common Market, or military pressure from
China, or somewhere, a pressure on us to keep our standard of

living in this economy of abundance down until they catch up?

I am reading Benoit’s "Sixes and Sevens,” and he
says American business is decreasingly effective with European

business, that they are invading our markets, and he even says
we have got to watch out for survival — I think he uses that

strong a word — in terms of development with the rest of the
world, which might suggest that we are not going to have this
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abundant, easy — what will we do with all of our people?
Maybe we will find it wise to export some of our

people, the way the British did.

have to tighten our belt.

Or maybe we are going to

Isn’t this possible?

At least for

the decade that we are talking about?

You are saying business’s social consciousness will
drive it in this direction.

I am suggesting maybe outside

forces will drive it in this direction.

MR. LINOWES:

DEAN BROWN:

Yes, it is still in the same direction.
Well, this is certainly a wide range

of subject matter to respond to.
MR. LINOWES:

DEAN BROWN:

We are only asking the questions.
First let me start with what is

probably a conviction that business is not altruistic, that it

should not be altrustic; that it is much more sensible and
more convincing, I think, to try to foresee these in terms of

an enlightened interpretation of self-interest by business.
Indeed, I was most interested in discussing at luncheon
not long ago with a young fellow from Moscow, the son of the
ambassador, Menshikoff — he was over here for about three

months studying, of all things, corporation finance. (laughter)
But we probed rather deeply about the relative
characteristics of the system as it exists in Russia and here,
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and as we were leaving the luncheon table he said, ”I guess
regardless of what society you are in it is human nature to

seek your self-interest, isn’t it?"
He was convinced that this is exactly what everybody
in Russia was doing, within a different set of institutions

and concepts.

So when we talk about business becoming more socially
conscious, I think if we can bear in mind that fundamentally
business and academic institutions, or government institutions

MR. CAREY:

DEAN BROWN:
interest.

Or professional societies.
—are really seeking their best self-

I think the much maligned Adam Smith had a very

good phrase for it — it is enlightened self-interest.

But

enlightened self-interest today means quite a different thing
than it meant in Smith’s day, and certainly it has a longer
time dimension.

I have not seen it done — it desperately needs be

ing done — but we have lost the very essence of our rationale
for private property and capitalism when we lose the catalytic
agent of competition operating in a society of individuals.

You know, the unseen hand, the story of the unseen
hand and the greatest good of the greatest number served by

the enlightened self-interest of each.

When the corporation

33

comes in and impairs the beautiful,smooth functioning of the

competition as catalyst, we seen to have lost this harmony,

and this is, I think, why there is this virus that constantly
confuses both our politicians and our businessmen.
own conviction — and I can’t respond if you ask
me to give you an analytical rationalization because I
haven’t — I think this is — it took Adam Smith twenty years,

you know, in a cubicle in Edinborough to do this —

As I observe the corporation world, I find that it
has developed a harmony of doing the greatest good for the

greatest number and the self-interest of the corporation.

We have the opportunity of measuring tills in the
increasing abundance of goods and services at better and bet
ter values in terms of real purchasing power, of work.

I think the answer comes from the fact that Manage
ment, under the rubric of social consciousness, or whatever
you wish to call it, has been interpreting its self-interest
into the longer-dated future, and it has done many things,

and does every day many things that will impair current profits

for this longer-range benefit.
MR. LINOWES:

If I may Just pursue that sane point.

You referred to self-interest earlier in your com
ments.

You relate it to work and the worker and what he is

after, what his objective is.
Now, if we recognise that in all of this, in busi
ness and in corporations, we are dealing with individuals, and

if we can accept as a premise that basically we are all after

happiness in life — not just to accumulate money, money is
Just one evidence of happiness, one means of achieving happi

ness, material things, I believe — and if we can get tills

happiness and along with that comes good health through work

because the doctors tell us so and studies indicate that that
is the way you are going to get it, do we not serve self-

interest merely by the application of our efforts in our
industry without any real regard for profits — dollar profits
I am referring to, dollar profits — if we can proceed from
?
there, then can’t we develop rather substantial psychic profits

by doing good for most of humanity?
DEAN BROWN:

I think is

The validity of what you have just said

demonstrated by the fact that many of our best

corporate minds are not working for money.
MR. LINOWS:

DEAN BROWN:

That’s right.

They get money, but they are working

because this is their my of life.

if they weren’t doing it.

They would be miserable

It is confirmed by the readiness

of people to go to those other countries as members of the
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Peace Corps.

The president of one of the fine, old-line

preparatory schools in

England I heard yesterday has Just

decided to take a year’s leave of absence and he is going on

one of these Jobs.
I don’t think, though, that it is safe to rely on
missionary zeal within the context of business.

Even in the

matter of corporate support of higher education, which I have

been very close to from the very beginning, when Sloan and
Abrams, and those were developing this, it has been related

to the self-interest of the corporation.
We have even called this in the literature of the

Council for Financial Aid "investment.

It is business invest

ment in the environment which gives it sanction and opportunity,

and while individuals are differently motivated, and Mr. A. is

serving his own best interest when he is indulging in

philanthropy, or making a commitment of his time in an al
truistic spirit, I doubt if it would be wise to think of the
business system as adapting itself to this framework of think
ing.

Not in our lifetime!

MR. CAREY:

At least by ’75.

CHAIRMAN TRUEBLOOD:

May I suggest — Dave, what’s

the man’s name? — George Mead has written a doctoral thesis
on multiple corporate objectives, which attempts to pool the
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sort of things together you speak of and make some sense of
it.

Have you seen it?

DEAN BROWN:

No, I haven’t.

MR. LINOWES:

Where is he from?

CHAIRMAN TRUEBLOOD:

The University of Illinois.

It doesn’t come out very ringingly convincing.

May I pull this back a little bit?

It fits generally,

but going back to your statement that the principal objective

is wealth maximization in the long-range sense of the word,
which agrees completely with the testimony of Dr. Solomon and,
to a degree, with Dr.

?, and puts us right back to where we

sit today, you as a member of many boards, a philosopher in

business, if you like —
We sweat and stew and carry on something awful about

the results of last year, and we produce one document, which

many of us feel includes one important figure of what did we
make for this year, but the objective is wealth maximization.
But the program is broadening, so, really, let me ask this

as a question:

Would it not be true that a corporation intelligently

fitting itself into the pattern of a long profit span as dis
tinguished from a month or a year, that as such its product
is not then tied to the economic facts of life?
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DEAN BROWN:

If, Bob, you are asking the question

of whether the Profit and Loss as it is now presented is an

accurate depiction of not only the activities, operations of
the organization, but of the motivations of the organization

and the real significance of its activities, I am inclined to
say that I am not sure that it is.

I used to have fun with Jim Anderson when I was with

Jersey Standard.

In those days they were making about half-

a-billion dollars a year net.

They would always put it in

the annual report as "net profit accruing to the benefit of
stockholders,” and I asked him what that meant.

Well, I got the usual answers, but then I asked him

to trace through what happened to each of those dollars, and
was it clear that (a) all of them went to the benefit of

stockholders, and (b) did all the benefit then go to stock
holders, and obviously it didn’t.

We could reinvest some of it in lots of tree holes
and it’s not benefiting anybody except the people that drilled
them.

We can buy some concessions in Arabia or Libya, and it

is certainly sharing the benefit with the sheiks.

Or, we could put it in research and development over
at Linden and increase the efficiency of the refineries, which
is then reflected in the productivity of our refinery workers.
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We can put it out in wages or we can just make some
very bad investments that never come back to stockholders at

all.

Only that part of it distributed to stockholders is

clearly for the benefit of stockholders.
MR. CAREY:

Or increases their equity, really.

CHAIRMAN TRUEBLOOD:

Let’s pursue the convenient

example of research and development.

Let’s say we have some

body in electronics or space or what have you pouring money
out.

They are in advanced technology of one kind or another.
Conservative accounting would have us write this

off.

But the profits of this year as compared with the profit

plan for five, six years hence, it seems to me, might be even
misleading, not only to the stockholders but to the potential

investor, and so on and so forth.

But we are almost re

stricted — I would say we are restricted in making any repre
sentations whatsoever with respect to the profit plan.
Now, as a profession, can we do this for long?

DEAN BROWN;

Your failure to make an observation

about the profit plan denies the stockholder or the reader
of the report an insight into the reality of what is going on,

no question about that.
MR. LINOWES:

Dean Brown, this report, in your

opinion, should it be addressed primarily to a stockholder or
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to a credit granter, or to some vague person?
I don’t think we are quite sure to whom we are ad

dressing our report.

Therefore, we have a lot of problems

in our profession, how to treat many items.
Perhaps one way to think about your

DEAN BROWN:

question is that the corporation is a segment of our total
society; in many cases, a big segment, equivalent to the

activity of a state.

When we account to the public about the national
total, or the state total, it is in quite a different form

than when we account to that segment that is the corporation,
and maybe we should study carefully the opportunities for

more comprehensive reporting by looking at the different kinds
of instruments or institutions that are reporting, whether

they be political or business, to see whether we can get a
more meaningful report.

I never did get through these questions!
MR. CAREY:

I was going to say, having asked one

question which my friends would not give you an opportunity

to answer, I might as well try another.
the subject in hand, if you please.

This one pertains to

If we ever get time to

go back to the other one, I would be interested.
This leads to a question that we have talked about
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amongst ourselves as to the pressures on corporate management

to increase the scope of its accountability.

You talked about accountability earlier but I think
you were talking about it in terms of the internal organisa

tion, responsibility accounting, or something.

But we have

wondered whether we might be helpful in initiating the sug
gestion in the long-range self-interest of corporate management
that it report more on the kind of Job it is doing, to give
people more information, so far as you can get it into quanti

tative terms, which is always difficult; about its plan,
about the relationship of this year’s expenditures on re

search and development to the future, on what it is doing with
its personnel; how it is developing the under-ranks to take

over later, and all this kind of thing, which is very commonly
done, so far as I know.

In a way, I think the companies are shortchanging
themselves in terms that they are doing a better job than

people know, and the information that the stockholder or the
investor gets is so scanty, so highly condensed, he Just can’t

have an appreciation of it.
Do you think there is amove that way, or it would

be worth while to try to stimulate one?
DEAN BROWN:

There has been a very long-range move
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in that direction.

Whether it is being further projected

presently, I doubt.

But you recall, Jack, that in the late

19th century and for the first several decades of the 20th
century, corporation statements were conspicuous for what they

did not say rather than for what they did.

Many of them

published a balance sheet with no profit and loss and the

balance sheet was very abbreviated, an abbreviated and concise
thing, to say the least.

Even the annual stockholder ’s meet

ing was held in the most extraordinary places.

(Off the record.)
DEAN BROWN:

This has all been in the process of

change induced by the New York Stock Exchange, induced by the

accounting profession, induced by the SEC in more recent
years, and some of the annual reports and some of the interim
reports are fairly comprehensive, I would say it seems to me.
Now, whether you would get additional benefits out of

increasing the amount of material made available, either to
stockholders or to the press, I don’t know.

The issue is not

the volume but the issue is the nuances of successes and failures

and if your question is directed at whether the public or

stockholders get the full flavor of the mistakes as well as

the successes, I doubt very much.

And they can never find

them in the figures, unless they read.
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You can make failures and still succeed, you know.

You can make a greater success if you haven’t made a failure.
CHAIRMAN TRUEBLOOD:

Jack, this time I am not going

to change the subject but will push Courtney maybe a little
bit.

This is a short quote and out of context from Randall's

book called "Management."
He says:

”We have Certified Public Accountants

who examine the books and reassure us that the securities
which the company reports it holds actually do exist.

We

have no certified personnel inspectors who inventory the

younger executives available to sustain the company's future;
no certified public psychologist to measure the brain power

and test the emotional power of those who are now in existing
leadership. "

He goes on to say that there is a picture of a new
plant but never of a young new vice president.
This is pushing a little further along the line

that you started, I believe, Jack.

We account in a steward

ship way for financial transactions in the short-run sense,
but nobody accounts in a stewardship or planning way even

for financial events prospectively, much less the organisation

and the environment which creates those transactions.
MR. CAREY:

Nobody accounts, for example, for the
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question of whether the management is taking advantage of the

best modern techniques for running the business.
DEAN BROW:
One.

Two or three observations;

The only attempt that has been made to put

this kind of an audit on Ma
nagement has not given the idea
very much favorable light.

The American Institute of Manage

ment now —
MR. CAREY:

DEAN BROWN:

Yes, we know.

You know that whole story.

One man that has urged this very sincerely and re
peatedly is Sig Loriman of Young and Rubicam.

He is now re

tired but he was the head man there for many years.

CHAIRMAN TRUEBLOOD:

DEAN BROWN:

What’s that name again?

Sigmund Loriman.

Well, let me give one illustration that I do know of

where an approach was made to this.

I may have mentioned this

to you in years gone by, Jack.
I was on the Audit Committee of one of our — well,

it was the largest company in its field.

I am no longer on

the board, the company did some shifting, but we used to have
an annual meeting with our accountants, and at one stage of

the meeting we would dismiss the president and the executive

vice president and we would ask very pointed questions about

this particular point that you make, of whether the management
was taking advantage of the latest techniques and the best
knowledge in the field of data accumulation and communication,
and whether those who were involved in this activity in the
company were, in their Judgment, qualified for the tasks

that they were doing.

This far we did go.

When it comes to reporting to the stockholders or
to the public at large regarding the stewardship beyond the

financial data, some progress has been made in reporting
operating data other than financial, but there still remains
a wide spectrum of activities that are difficult to qualify,

either financial or otherwise, and I am not optimistic that

we are going to be able to develop an acceptability on the
part of the corporate management, or a confidence on the part
of those outside of the organisation that the psychologists

or the other social scientists, or what nor are going to be

able to put the kind of appraisal on performance that would
be convincing.

I find that this is the problem that is as applicable
to our political bodies as it is to business organizations,
and they would resist it, also, I think.

CHAIRMAN TRUEBLOOD:

But now do you not have some

tentative approach to this, Dave, you would know perhaps
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better than X, within the federal government in that the GAO

is an independent reporting body to Congress and assumes a

position larger than the obligation of reporting transactions.
MR. LINOWES:

I don’t hold much hope for our being

able to evaluate these areas because we are completely dependent
on the other social sciences and X don’t believe that they

have completely developed to a point where there are credible
standards that we can use, so I believe we are dealing in an

area that is beyond our usefulness in any foreseeable future.
X think the medical profession, psychiatry, has so

much to do in terms of creating standards, they are constantly

conflicting earlier dogma, thereby bringing discredit to

what they say today, that I think it is almost impossible for
us to adequately use any standards that are comprehensive from
a business-management point of view.

DEAN BROWN:

I put this kind of footnote on this

discussion, that to the extent the accounting firms develop
management services that supplement their accounting work, and

to the extent management consultants are invited in to look

at the operation objectively, to this extent I think we are
beginning to get a little of this, but X am not optimistic that

it is going to develop vigorously or very far.

CHAIRMAN TRUEBLOOD:

All right,

Malcolm, new subject!

MR. DEVORE:

Actually, not a new subject.

I want to

revert back to your comment on enlightened self-interest.

Consider that vis-a-vis the labor problem that you referred to.
You stated that as a conviction that Management
follows the course of enlightened self-interest.

I think it

can equally be said that labor follows a course of what it
considers to be its enlightened self-interest.

This, however, to date has given us a tribal warfare
of which you speak, and I think we can all conclude that the

enlightened self-interest of our country as a whole would be

best served if we could avoid these competitive conflicts that

we have.
Therefore, my question is whether or not the long-

range answer to our labor problems does not lie in an agree

ment among all parties in interest that the long-term en
lightened self-interest of all parties must be the same.

Which

obviously means a sense of give and take.
But are we going to have an answer to our labor
problems until there is a unanimity ofview that we are all

seeking the same Interest?
DEAN BROWN:

If you let me substitute the word "con

viction” for "agreement,” I accept it completely.

I have long felt that the management-labor issue is

basically a false issue, and it has been a great tragedy that
intellectually as well as operationally we have accepted the

fundamental premise that there is an imbedded conflict of
interest between labor and management, or between labor and

capital.
This is part of our heritage from the past that we

haven’t been able to see clearly through yet.

But when you

look at the organization in its realistic terms, the corpora

tion, if you will, it is a work group; it is a group that has

come together voluntarily to do a common purpose, to get
something achieved, to provide a way of life for the partici
pants, as well as its services, and it is in the long-run

interest of everyone associated with this that it prosper,
and today I find that almost every troublesome issue that

arises, whether it is a slowdown or whether it is a lockout

or whether it is a strike, or whether it is quibbling over
another fifty cents in the package, or something else, doesn’t
really have any resolution.

I have never participated in a labor negotiation
but I never want to, because I am sure that it would be

nothing in the world but trying to prove how much you can get
away with, how much you have to give, that it would have no

roots in the real issues.
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Let’s look at the railroads for a moment.

The rail

roads have lost business for a lot of different reasons when
there have been competitive forms of transportation.

But X

think they could have lost it without any other forms of
transportation.

You go up to the window to buy a ticket, and they

will sell it to you.

But the ticket seller hasn’t the slight

est interest in making you happy as a customer.

He is looking

to his union for his protection, you see, not to the welfare
of the organization that is rooted in his well-being.

And until we get a conviction — not an agreement
but a conviction! — on the part of management as well as on

the part of labor that their interest is mutual, that it is a
matter of balance that attempts to provide this allocation of

rewards in a way that will benefit the whole lot of them in
the long run because this is the basis on which everybody is

going to develop a maximum contribution to the mutual effort —
Now, it is not in the interest of Management at times,

if it is increasing its productivity, to trade hard with labor.
They should — I find this same thing in the academic world.
It is fantastic.

Many administrators would never think of

giving the man on the faculty a raise unless he went out and
got an alternate offer.
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I have even heard administrators say, "Well, you

want a raise?

See if you can get an alternative offer and

then come in and talk with me,"
What nonsense!

If that man is contributing and

you can possibly do so, you shouldn’t wait for him to come in
and ask, and this doesn’t impair the well-being of the or

ganization.

Nor would it impair the well-being of a corpora

tion to give labor the conviction that you are working for

them just as much as you are working for everybody else.
MR. CAREY:

Doesn’t that conviction depend in large

measure on communication?

Fine words are not persuasive.

But how many companies are giving employees really substantial
data about the operation and the distribution of the wealth

acquired?

Very many?
DEAN BROWN:

No.

And going back to Bob’s question,

this is where I think an audit could be made.

You could find

out what is being done.

MR. DEVORE:

And you also acquire here some basic

economic information on the part of the parties, because if
they are going to reach this conviction, they have to do it

on the basis of evidence presented which seems to them to be

cogent.
CHAIRMAN TRUEBLOOD:

Whether we are talking about
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collective bargaining in the usual sense of the word, or

whether we are talking about government being a referee in this

process, certainly the unions, certainly the manufacturing or
business concerns for whom we are auditors, are aware that

we can give some credibility to the kind of data that is

tossed around in these meetings.

Why is it that almost never

has it been done to this time?

DEAN BROWN:

I can’t answer the question, but my

suspicion is that it goes back to what we were saying Just a
few minutes ago, that the labor negotiation is not based on

rational interpretation of fact.

As it is now being developed,

it is how much you have to give to get these guys off your
back and how much can we shake out of this outfit without

having to go hungry for a month and a half.
MR. DEVORE:

This is all antithetical --

DEAN BROWN:

The point I am trying to make is

fundamentally there is not this conflict of interest.

Unions,

yes, but this is for the resolution of grievances and that
kind of business, you know.

The fundamental relationship

between labor as a group and management as a group I maintain
is not antagonistic and shouldn’t be.

CHAIRMAN TRUEBLOOD:
MR. LINOWES:

Shouldn’t be!

I would like to change the subject.
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CHAIRMAN TRUEBLOOD:

You then do not feel that our

lack of participation in this kind of thing has to do with
the greater subject of independence?

That is, you do not

feel that the labor unions would reject us in this role be
cause as a profession we have been coming in there and identify

ing too with management?
DEAN BROWN:

I don’t think labor would object to

you in this role, and I think you are going to be called upon
to play a greater role in the next decade in these affairs
as the collective bargaining process becomes less well adapted

to the rapidity of change that we are being faced with.
However, I would not think — I would hope that

your role would diminish in the course of time, simply because
the necessity for the collective bargaining would itself di
minish if we are ever able to realize that this fundamental

antagonism is not there.
MR. CAREY:

I thought that there might be a role in

the management-employee relationship where a Certified Public

Accountant might do something to add to the credibility of

information the management would give to its people, regardless

of the union.

CHAIRMAN TRUEBLOOD:
this?

Malcolm, you wanted to pursue
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MR. DEVORE:

Just one last question.

If, in fact, Management and Labor should not be in

antagonistic positions, and if, in fact, they must somewhere

along the line come to realize that their interests are mutual,

would you care to make any appraisal as to how much progress

we may make in this problem?
Ten years from now, how much further down the line

toward this mutuality of understanding can we have gone?
DEAN BROWN:

My response probably will surprise you.

I think it has already started.

The zeal, the evangelical

spirit is gone from the labor movement.

It is a pretty routine,

uninteresting, uninspired kind of a hack here a little, chisel
there a little.

The more intelligent members of the labor movement —
and I have talked to a number of them — they are gradually

getting out of it because they see nothing there except a
barren haggle.
Now, I think the thing that the professional labor
leader would fear more than anything else is the realization

on the part of labor that its interest is mutual with capital.
You see this in the attempts, or the failure of the attempts

to organize the white collar worker, and one of the things
that will bring it along faster than it would otherwise occur

53

is the diminution of unskilled jobs and the increased need

for more skilled.
But apart from that, I think there is beginning to

develop an indirect result of that, what we call social con
sciousness on the part of management, which I modified by

calling it enlightened self-interest, which in the long view,
which is beginning to — this is the encroachment on the labor
movement that is beginning to occur.

Now, labor force is growing not as fast as it should.

Union membership hasn’t grown for years, as you know, so I think
it has already begun, but we have got to find ways to describe

what is going on that do not have the characteristics of
preachment or trying to sell an idea, that are simply a state
ment of the realities of what is occurring in the world.

CHAIRMAN TRUEBLOOD:
MR. DEVORE;

Enough, Malcolm?

Just one last, if I may.

I would judge, then, that in summation you would feel
that our labor relations, as that term is normally understood,
would be much better ten years from now than they are now.
DEAN BROWN:

The timing, I do not know.

I think

they are going to get worse —
MR. DEVORE;

By reason of the impact of automation?

DEAN BROWN;

Yes, but--

54

MR. DEVORE:
MR. CAREY:

Forces are working in diverse directions.

There may be a last time on the part of

the old-time, old-line labor leaders.

MR. DEVORE:
MR. LINOWES:

Thank you.
Dean Brown, I thought you made some

very important comments in your opening remarks about the

education, and intensified education, which you foresaw in
the future as being necessary and concommitant with what we

are talking about, progress and industry and programs.
The basic question I have is can you tell us where

we are going to get the teachers to teach this higher level
of education, and who has the responsibility for seeing to it
that the teachers exist; and, specifically as it relates to

our own profession, does a professional organization such as
the American Institute carry a significant responsibility in

this regard, or just where does it fall?
DEAN BROWN:

Well, you have certainly put your finger

on the critically crucial point.

We have heard a great deal

about the needs of higher education, of the population bulge

plus the greater interest in college and the growing percentage
going on to graduate work, who are going to require additional
buildings, and so on.

We have heard far too little, it seems to me about
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the development of qualified academic help to cope with this,
I think there will be some alleviation of the

problem in self-learning.

about as though it exists.

does.

Teaching is something we talk
In fact, I am not sure that it

Learning is really what occurs.

You structure a learn

ing situation. This is teaching.
Well, now, many of these learning situations can be

structured with some of the newer techniques that we are

learning something about.
text.

The teaching machine, the programmed

So self-learning I think is going to help some.

Whether

the device of the closed circuit television, which can make
the great mind available to greater numbers, will be helpful

or not, I don’t know.

I think it will.

But after you have

said that, you still are left with a real problem of developing

academic talent.

We are getting to a point, I think, in the salary

structure of the academic community where we have no longer
the disadvantage, we are no longer disadvantaged relative to

other activities to the degree we were.

There is still some

room to move but it is not the critical kind of a situation

that I saw the tail end of when I took this Job as dean ten

years ago.

I lost either five or six members of the faculty in
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my first term there, my first semester, and they went out at
salaries two or three times what we had been paying them.
was awful.

It

Now we are finding people coming to us from the

business community and every place else.

But the only place that we are going to get the
Ph.D.s from — and I use it as a symbol rather than as a

measure of the man’s quality — is in the universities.

I think most of us are expanding our doctoral
programs as fast as we can.
assistant money on it.

We are putting much of our student

We are giving greater recognition to

the time that is consumed by an advanced member of the faculty
in working with a Ph.D., and generally we have stepped up the

time span that is required to turn out a Ph.D.

We have con

tracted it rather than setting it up from what it used to be,
six or seven years,down to a period of about three years now.

CHAIRMAN TRUEBLOOD: This is beyond the Master’s?

DEAN BROWN:

Yes, typically but not in every case.

CHAIRMAN TRUEBLOOD:

Not in every case.

That is

what I wanted —

DEAN BROWN:

That’s right.

We see no great reflec

tion in national figures yet on the number of advanced degrees
awarded each year, but I am convinced that we will in two or

three years because this activity has been accelerated in the
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last two or three years,

I am particularly concerned about the quality of the
teacher output in the field of business administration.

Too

many, I think, are rushing off to get a job after their

Master’s Degree, and I think it is no secret to say that the
quality of business faculties across the nation has never
been known for its conspicuous scholarship — maybe it has been

conspicuous in the absence.
CHAIRMAN TRUEBLOOD:

I suppose our hiring quota

each year is roughly 200, and I was looking over the statistics
the other day of employment to date and we have hired about

ten Ph.D.’s this year already, and we are not through the

program, so —DEAN BROWN:

This is like bailing out the ocean!

(Laughter)

CHAIRMAN TRUEBLOOD:

I don’t know the experience of

other firms but it is certainly a new direction for us.

MR. CAREY:

I suppose your Master’s Degree

CHAIRMAN TRUEBLOOD:

Oh, the Master’s has been

successively —
MR. CAREY: —*is almost as big as the Bachelor’s?

CHAIRMAN TRUEBLOOD:
more Master’s than Bachelor’s.

I would say there might be
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MR. DEVORE:

It is not true in our firm yet.

Master’s Degree is in the minority.

The

But, as you say, it is

increasing.

CHAIRMAN TRUEBLOOD:

Jack, I apologize for locking

you out some time ago.
MR. CAREY:

Well, if you think it is interesting

enough — I was trying to get at — you see, it is of some
importance, I think, if this superabundant society is close
at hand, 1975, and the age within which a man works is squeezed

because there are fewer Jobs, it has important implications
for us, for example, in timing the advance of qualifications

for admission to the profession.

Some people think we are

going too fast in that direction now, that we don’t have

enough personnel now, therefore we should not discourage
people because we make the thing too hard to get.

Other people feel we have too many people, mediocre
people, and that we ought to step this thing up as fast as

we can.
Well, now, if we are going to get into this thing

that you started out with by 1975, I think it has direct
practical impact on some of our problems.

But if the view

that the economic community in Europe, the pressures of the
underdeveloped countries, and so on, are going to almost force
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us to an overwealth to keep competitive labor-wise, price
wise, we have got a different time schedule.

I have no doubt that barring an atomic war at some

point the whole world will be in this position, but as for
this country in the next fifteen years I am curious to know

how you see it.
DEAN BROWN:

Well, starting from the point of the

relationship of our level of wellbeing to that of other parts

of the world, let’s say the one-third relative to the two-

thirds.

The data are not good there, Jack, but those of us

that have looked at it most closely, and think, are inclined

to think that the gap is narrowing rather than widening, that
the developing part of the world is accelerating their well

being and that the lesser part of the world, while they are
increasing their production somewhat, the production is spread

too broadly to people as well, and per capita their wellbeing
is not increasing, and whether this can be reversed, I don’t
know.

I would express just this thought in passing, that

it is not just a matter of technology, it is not a matter of
capital, it is not a matter of raw materials.

It is all of

these things, yes, but in addition it is the unavailability in

most of these questions of people who know how to administer
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and manage.

The initiator, the Job creator.

Even their educational system is geared to training

a man for the civil service.

He takes an exam and gets a

position in the civil service, and he thinks he is set for
life.

As a result, it is not the lawyers that are out of work,

engineers are out of work, when we went through India a few

years ago, because the Job creation isn’t there, and whether

the awakening interest of these nations in the field of busi-

ness education is going to be helpful, I don’t know.
I have never been able to quite convince myself that
the typical business school curriculum generates that kind of

motivation and sense of risk-taking that is so badly needed
along with confidence and getting things done through people.
So, I don’t believe, and see no evidence right now,
that the rest of the world is going to drain on our capital
and manpower, our level of populace.

This could be.

I would like to see it, but I don’t think it is
likely to occur.

MR. DEVORE:

Is there another force operating on the

same problem, the desire of people to increase their standard

of living?
Let’s assume that we can maintain our standard of

living through greater automation by working a twenty-five
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hour week.

Then people would be faced with a choice of

whether or not they want to work twenty-five hours a week and
maintain that standard of living, or rather work thirty-five

or forty hours a week and have two cars in the garage, and a
boat, and all the other things that can be acquired through

greater productive effort.
If this were true, then this would tend to force
even more this disparity between the living standards in the

higher developed countries and the less welldeveloped countries.
DEAN BROWN:

You have put your finger on such an

interesting part of this, I am coming back to the educational
aspects of this in just a minute.

But we have, as you know,

become pretty occupied with the problems of growth.

We haven’t

really asked ourselves the question that you just implied in

your comments, that is, growth for what?

Do we want two or

three cars in the garage, or do we want more leisure, or do we

want to get a statistical figure that compares favorably with
that of Russia?

Do we want to have a surplus that we can send

abroad and help people?

We are cutting down on the assistance

program,

I just wonder at times whether we haven’t made a
religion of the term growth.

It is an explosive idea.

Interestingly enough, for most of the 19th century
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when we had such terrific growth, the discipline of economics

was not primarily interested in growth.

It was probably far

more interested in the problems of distribution, how the pie

was split and what were the laws that led to the split this
way and not that way, than it was in growth.

In fact, going back to Adam Smith, he was interested
in growth but Ricardo started the debate about distribution

and it didn’t stop until

put out his national income

?

account and we began to have a measurement.

Now you go to an American bankers convention, it is
all growth; the annual meetings of the American Economic

Association, all growth.
MR. DEVORE:

And for what?

Jobs.

To keep people busy.

That’s

the way it seems to be approached.

DEAN BROWN:

It seems to be, but is it really?

Be

cause at the same time we are talking about growth for jobs,
we are (if the ladies will excuse me) hell bent on finding ways

to eliminate jobs and do the thing more efficiently with the
new automation, so that there is a lot of ambiguity and confu

sion in the statement of national purpose.
MR. DEVORE:

There is a conciliation there, and that

is that this trend toward automation is accompanied by a
company whose major interest is maximum profit and the interest
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in jobs is a political one for them.

DEAN BROWN:

Well, this is not pretty clear in my

mind that this is so.

The typical private corporation does

not make the maintenance of jobs one of its prime objectives.

MR. LINOWES:
DEAN BROWN:

That’s right, it does not.

It has begun to think more about main

taining its employees and letting the jobs fall off the end

through attrition.

This is a very different thing.

MR. LINOWES:
DEAN BROWN:

That’s right.
This doesn’t create new jobs, but it

does put an existing work force out of employment.
the beginning of what we are talking about.

This is

Some place along

the line the adjustments have got to be made.

Jack mentioned our sending our people abroad.

Maybe

this is where some of these early retirements are going, Jack,
But it is not going to impair our wellbeing or

I don’t know.

the level of our wellbeing if we do because otherwise they are

superfluous.

But they are full of experience, full of ability

and I think a great deal of this is —

MR. CAREY:

have done this.

Maybe not as a permanent thing.

MR. LINOWES:
the same thing.

We both know some people, I think, who

Norman Cousins addressed himself to

He thinks of it as the sickness of our genera-
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tion, and the sickness is that people have not learned to
think in broad, basic terms world-wise and human-wise.

They

have been concentrating too much on production, on industry,
and he feels it is a real sickness and a weakness of the mind.

I thought I would back up this, that this was his

thinking as well.

That it was an unfortunate direction.

CHAIRMAN TRUEBLOOD:

I think since we are running to

one o’clock,we ought to have a minute break.

(Thereupon, a brief recess was taken.)

CHAIRMAN TRUEBLOOD:

Well, I am sort of torn here,

having such a good time with broad business subjects in terms
of the economy, but I do think we ought to concentrate, at
least presently, for a sufficient span of time and get all of
our education questions as such cleared up lest we don’t have

any time at the end for them.
MR. CAREY:

I have a few points I would like to get

covered that I don’t think we can get covered any place else
other than at this meeting.
DEAN BROWN:

The phrase you use is rather an opti

mistic one —- "cleared up,” Bob.
CHAIRMAN TRUEBLOOD:

(Laughter)

Well, I know Dave asked you

what our responsibilities were and you didn’t light in.

thought you would.

I
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Well, Jack, do you want —MR. CAREY:

Well, you had something in mind, I am

sure, so why don’t you proceed first*

CHAIRMAN TRUEBLOOD:

Well, the larger thing I had

in mind was what you referred to in your beginning remarks
as it is impossible for schools such as yours to teach a man

in his practice problems, as it were, to oversimplify it —
that we really must be teaching them the fundamental things
which create ability to analyze and ability to understand the

basic disciplines as he comes upon a need for them, and so on

and so forth, and so, I am sort of curious about your over

view of just what is going on in business ed
ucation and what
should be going on from our point of view, and where we should

give encouragement, and how — that sort of thing.
DEAN BROWN:

Well, let me — to start with, the

premise that I would start with is that some of my views about

education for accounting are not altogether orthodox.

Let me

start with that premise.

It seems to me that education as such, whether it is
business education or any other kind of education, is in

itself faced with a stage of transition.
The idea that a man can get his education in the

first three decades of his life and spend the rest of his life
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using the education, I think, is now outmoded by the rapidity

of change that we are faced with.

That education must necessarily

be a continuing thing through life, and that the best that
can be done in the formal educational program of a man’s life

is to stimulate him to those mental habits and compulsions
that make him restless and uncomfortable the rest of his life.

This is a fate that we don’t advertise, but it does
seem to me that this is the essence of good education.
In the field of business education, I think this
generalization is applicable, and I think also in the field of

accounting as a part of business education.

Now, if some of the assumptions I have made are valid,
it would seem to carry some of these connotations.

The train

ing of large numbers of technicians which are currently needed

may diminish over this period of time as more and more of

these jobs are assigned to these machines.
Indeed, I look on the study of Accounting as a far

more Important matter than the training of technicians.

To me

it is the language of business, it is the language of an in

dustrial world, and this is where the world is going, and I

would feel that instead of looking toward an expansion of the
curriculum in accounting at early stages of education, it
would serve the accounting profession best if it could get the
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idea across, which is to me completely valid, that for our

time it is just as much the essential educational equipment
of the cultured man to know the language of his time as it
was to know Latin at an earlier time, or French at a later

time, or some other subject that goes into the liberal arts
curriculum, and I would work for the inclusion of Accounting

as part of the liberal arts course, a course in accounting as
part of the liberal arts curriculum, to be taught as a liberal

art, to be taught in terms of its significance, its analytical

discipline.

Remember we used to hear, well, why study Latin?
It is tremendous training for the mind.

Bosh!

great a trainer of the mind as accounting!

Not nearly so

Or mathematics.

Mathematics is part of the liberal arts curriculum, and this
notion fits into my disposition to look on the matter of liberal

arts not as subject matter but as the method of teaching, of
learning, of approach.
You can make an accounting course a far more liberat
ing course for the mind than a course in Chaucer, and this, it

seems to me, is what the accounting profession ought to be
doing at the undergraduate level more than at this time urging
the expansion of a large number of courses that are for the

most part taught technically and descriptively.
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It seems to me to depreciate the currency.

It doesn't

put Accounting at that exalted level that it can really a
chieve, and I think it would serve to feed into the graduate
programs the kind of intellects that would be challenged,
and the kind of men that the accounting profession will find

increasing use for in the future rather than the technician.

CHAIRMAN TRUEBLOOD:
MR. LINOWES:

This is delightful because --

I find this is the most exciting thing

I have heard in a long time, frankly,
CHAIRMAN TRUEBLOOD:

--- one of our major current

problems is in having the right people channeled to us,

We

don’t have trouble holding them once we get our fingers on
them, but --

DEAN BROWN:

Well, there will always be some of the

right people channeled to you because Accounting is a chal

lenging discipline, but it is despite the way it is done at
the undergraduate level now rather than because of it, in my

judgment.

MR. CAREY:

Is there an assumption in what you say

that at the graduate level they will be trained in descriptive,
detailed, fragmentary courses necessarily but trained profes

sionally to start their careers?

You are separating the under

graduate from the graduate programs here.
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DEAN BROWN:

That’s right.

What I have said in sub

stance is that I think the accounting profession would be best
served if in the better liberal arts colleges accounting ap

peared as one of the essential forces for a broadly-based

program -MR. CAREY;

I think we embraced that.

The further

question is —-

DEAN BROWN:

Secondly, I think because it would

be part of the required curriculum in most of the better
schools, I think this would present these materials in the
proper setting to the best minds and challenge them probably

more than many of the other courses that they would have

taken.
As it is today there is an accounting program over

here that fellows want to get through with in a hurry so they
take it, they pass the exams and this is it.

I, for instance, would, I think, if I had my way,

require accounting in every economics program, whether under
graduate or graduate.

The fact that people get Ph.D.s in

Economics without ever having taken a course in Accounting

I think is a scandal, and that is not to build up Accounting
but you are trying to think about the economy without having

learned the language of the economy.
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MR. LINOWES:

I do not misunderstand from what you

said that you would also include Accounting in a teacher
training course, in a sociology major?

DEAN BROWN:

I would put it right in the curriculum

as part of it, and I would give great attention to the way
it is taught.

This is probably more difficult.

One footnote on this:

Xt is going to take some

time for the accounting profession to reach that stage where

it doesn’t need the great hordes of technicians, and I see no

reason for not having what are completely recognized as vo
cational schools turning these people out in the meanwhile,

and as

the market for them dries up they will dust off, but

this would be my thought as the main line of direction of de
velopment of leaders for the accounting profession.

MR. CAREY:

I think we would agree.

We have in our

membership some influential people who think that beyond any

liberal arts, and they would welcome the inclusion of Ac
counting in the terms that you mention it, as part of the

undergraduate curriculum.
There ought to be a professional school of accounting

somewhat like the engineering school, where the man gets his

equipment to practice, and this need not even be descriptive
or low level technical terms, but whatever it is, that there
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ought to be a university, even, in which he can get this, and

the question is whether the graduate programs in business ad

ministration are veering away even from that to the point where
the basic professional training that a man has to have to go
out and offer his services to the public will have to be
furnished by the profession itself, and this is quite a

problem.
DEAN BROWN:

seems to me, Jack.

The analogy is almost too facile, it

The bankers come up and want an Institute

of Banking; the advertisers want an Institute of Advertising;

we have had others, and we have resisted this.

Not because

we didn’t think these were important activities.

They are.

But because we thought it would weaken the strength of what
we were doing in these areas.

We are more and more persuaded that any of these

areas of special interest get their greatest strength when
they are rooted into the basic curriculum interests as well

as the thinking of other disciplines in the academic community.
Now, we are not going to abandon so long as I am there,

and I don’t think there is any disposition that I have seen
to the contrary on the part of any of the faculty to the
development of a professional accounting program.

I do have

some thoughts about the way that ought to be done than is
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possible to do now.

If I can take my own thought of what I feel is the
way the accounting profession can get its greatest strength
in the academic community a step further:

When a man is doing

his accounting work at the graduate level, having had this

kind of breadth of experience at the undergraduate level, he
is able to absorb a whole lot more and a whole lot faster than

this man that is studying the techniques of accounting at the
undergraduate level, but he is also interested in a lot of

other things, and he should be, and I think the accounting
profession is losing some very good men because of the
continued equating of work at the graduate level with what

is done at the undergraduate.

A man, taking his graduate program, having been
stimulated intellectually by the breadth of his undergraduate

experience, may feel that it is inadvisable to, say, spend half
of his time in one area of work.

He wants to look at a lot of

other things and see their relationships, and I have a hunch

that the qualified people that come off the end of the line at
the graduate programs — and I say "qualified” — can do

better on the CPA examination than the undergraduate who takes

now the prescribed program, even though they took maybe threequarters of that gradually.
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MR. CAREY:

There is a good deal of evidence to

support you there.

DEAN BROWN:

But the important thing from the ac

countant’s point of view is the attractiveness of the ac

countant’s concentration, and it becomes less attractive as

you get more and more.

MR. CAREY:

Could I take a minute to tell you about

our research into what we call the common body of knowledge?

CHAIRMAN TRUEBLOOD:
MR. CAREY:

Certainly.

Go right ahead.

Carnegie Corporation has given us fifty

thousand, and we put up fifty thousand, and we have got a

director for a two-year study of what a Certified Public Ac

countant needs to know, both for immediate practice and for
long-range development, leadership, regardless of where he
gets it.
This will be a key description of the field of
knowledge

as we can describe it, and then there will be

another step — where does he get that stuff, and where does
he get the real technique; maybe after he has left you; and

where does he get the basic principles; where does he get the
thought habits; and so on and so forth.
So this might be of interest to you a year and a
half from now.
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DEAN BROWN:

I shall watch it very closely.

I confess that I have some doubts that you are ever

going to find a common body of knowledge because this world
of ours is such a dynamic and shifting affair that I think the

body of knowledge
MR. CAREY:

word.

?
"Core” I was going to say is a better

You used that word in your own program.

But what are

the indispensables before you specialize.

MR. DEVORE:

If I understand your statement clearly,

at the undergraduate level you would think it desirable to

have less specialization than you have had heretofor.
graduate level we would have specialization.

At the

But that our

purposes would be better served if that is not made too great
a part of the whole at the graduate period.

The higher percentage of specialization in the

greater graduate field, but nonetheless still in the broad
curriculum.

DEAN BROWN:
MR. CAREY:

That’s right.

I think Courtney is politely refraining

from naming the requirements for the C.P.A. certificate in
New York State, and we have to conform with it, although we

would much rather not.
DEAN BROWN:

As a matter of fact, we don’t like to,
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either.
I Just think we would get more of our students

moving in the direction of accounting concentration if they

didn’t have it.
But I wanted to put a footnote on this one question
This is the direction, it seems to me, that in the long run
is going to serve the best interests of the accounting profes

sion.

At the same time, I do recognise that there is a

need for great numbers of men who can Just do the technical
Job today under somebody else’s supervision —

MR. LINOWES:

DEAN BROWN:

May I pursue that?

Oh, excuse me.

And I would not want to urge that

the undergraduate programs of accounting, which may be pos
sibly accounting, be suddenly discontinued, but I don’t

think that this is where you are going to get the long-run

healthy development of the accounting profession.

MR. LINOWES:

I was going to ask do you foresee the

possibility of there really being two professions, or, really,

a profession of public accountancy and a technical group of
accountants?
CHAIRMAN TRUEBLOOD:

MR. LINOWES:

Preparing for counsel, Dave?

I would like to get an unbiased reac

tion because he led right into it.

MR. DEVORE:

I think we should protect Dean Brown,

though, by telling him that this is a loaded question.

CHAIRMAN TRUEBLOOD:

We won’t quote you on the

floor.
Today I think there is a need for this.

DEAN BROWN:

Whether it will be as great in 1975, I don’t know, because I
think a good deal of this more routine kind of accounting
that you would describe as the second order of accounting may

have diminished.
MR. CAREY:

May be mechanized.
Could it be practical for small

MR. LINOWES:

business to think of being mechanized?

Even with small business, where you

DEAN BROWN:

have access to a machine, maybe on a rental basis, for a
certain amount of time.

I think this is going to be developing

pretty fast.

MR. CAREY:

Our profession, as you well know, I

think, is pretty well divided among quite a number of quite

large firms.

All the people represented here are quite large,

big things, with three or four thousand people.
DEAN BROWN:

I have even heard some of the large

firms are divided among themselves on some of these more re
cent accounting questions.
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MR. CAREY:

I always thought there was perfect

harmony among us!
The big bulk of our membership are in small local
organizations, some of them; most of them very small, of

seven people or less, which constitutes the vast majority of
the units, and, of course, they serve mostly small business,

some of them at a very high level and some very low, so I am

very much worried about the future.
I think that what you said earlier about the tendency

to larger capital investments in business, longer-range program

ming, more complex decision-making machinery, investment in
machines, applies also to the professional firm as well as
to the corporations, and I am wondering whether, just off the

top of your head and as a matter of opinion, you think that

there may be a tendency for smaller businesses to follow this
pattern on a somewhat smaller scale and, consequently, perhaps,

for our people to find themselves doing the same thing.
In other words, the professional practice of ac

counting is not much more an individual matter.

It is not now.

It has got to be a group thing and it raises a great many
difficult questions, relative to this, real, tough economic
questions, and if we could reach even a supportable opinion

on the matter, with a valid prediction, perhaps, it might help
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our people enormously in planning their own future.

There are four million small businesses.

Our econo

mist friends tell us that they will always be there, that their

share of the gross activity in the country is not diminishing

over the years.

But I am wondering whether there might not be

almost a necessity for them too to consolidate, somehow, and
that means our local practitioners consolidate to serve them

better, and that sort of thing.

DEAN BROWN:

Part of the way of getting at that, I

suppose, is to ask yourselves whether the Impact of tech
nology is going to be felt in the service industries as
greatly as it is in production, and there is some very real
evidence that it is, for the first time.
You find retail distribution being automated.

You

find evidences of automation in the service trades wherever

you look.
MR. CAREY:

DEAN BROWN:
MR. CAREY:

DEAN BROWN:

Does an example come to your mind?

Well, in retail outlets —
Vending machines?

Vending machines.

The automatic car

riage that carries the stuff out and it waits there and you

pull it out of the gate and put it in your car.
things.

All kinds of

There are hardly any service people around in some of
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these stores, you know.
Now, to this extent I suppose that since most of

these four million firms are not producers, they are service

industries, it implies that perhaps for the first time we are
going to begin to move toward larger units.
I hesitate to make this as a prediction, however,

because it has been a prediction made at successive stages

for the last quarter of a century, or fifty years, and it has

never happened.

I wouldn’t dismiss the possibility under

these circumstances, anyway.

MR. DEVORE:

There is one strong advantage which

the small CPA has, however, which those of us who are in large

firms do not have and that is the personal contact and service
there for it and I personally never felt that they were going

to be a disappearing race myself.

MR. CAREY:

I don’t know what the close personal

contact is if you don’t have the equipment to give the client
the service he needs.

If you are going to be in the area of

management aids and financial advice and financial employee
taxes, you might have the closest possible personal relations

but it is going to be difficult without the equipment to —
MR. LINOWES:

I share Malcolm’s feeling that there

will always be room for the custom suit tailor, the dressmaker,
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the hat designer.

These are small businesses.

They cannot

be large.

These are personal and human and they will always

be there.

And there will always be need for small accounting

practice.

CHAIRMAN TRUEBLOOD:

But the problem confronting us

in 1975, it would seem to me, would be technological education
for all of us, be he large or small.

The gasoline station may not be a great technological

problem in our era but, what is it, the IBM 440, which is
cutting out ten per cent of the cost of any other computer
that is going to smaller businesses?

on down.

And it is going to go

Doesn’t the evidence so indicate?
MR. LINOWES:

Only to a certain point of economic —

CHAIRMAN TRUEBLOOD:

I don’t know.

Every gas sta

tion I go into now is tied into a central computer.
MR. DEVORE:

Right now.

As this addresses itself to the public

accounting practice, isn’t it true that the principle of that

is with the small practitioner, isn’t it the ideas, construc
tive suggestions, the thought processes which he has in rela
tion to his client rather than these recognized phases — the
hand-holding that goes on?

DEAN BROWN:

I have always felt so.

Let me say it would be a deplorable

thing if the trend toward bigness penetrated throughout the
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economy and we lost the opportunity for a man with small
capital to go into the field of his choice.

I think it would

really be a very unfortunate thing.

And yet, fortunate or unfortunate, there may be
developing a trend, not elimination but a trend, toward some

what larger units right down the line, in part confirmed by
the developing methods that all of you in the large firms have

been using to maintain some kind of personal association in
contact with your client, and this is not anything that you

would overlook, I am sure.

MR. LINOWES:

Pursuing your larger unit basis and

something we haven’t touched on at all, what do you foresee

as the government’s role in, let us say, education and/or
business, and will we have as much free enterprise ten years
from today as we have now and therefore the opportunities to
freely explore them?

DEAN BROWN:

might be on this.

It is not clear to me what the answer

It depends on the attitudes that are de

veloped by business management on the one hand, by the public

at large on the other.
The reason I find it so difficult to answer is a
conviction that what we have been talking about implies an
accretion of power on the part of private interests, and it is
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our tradition to always be skeptical of power, that power
carries within it the seeds of its own abuse.
This is not necessarily so.

It is certainly so in

part, whether the power is held by the government or by
voluntary large organizations in the community, or simply by

virtue of family incidence.

But whether there will be a gradual

extension of government influence, control, will depend upon

the scope of realization by Management, I think, of its real

best interest.
Here we go back to that self-interest again, that
enlightened self-interest.

Nothing can bring it on faster

than the combination of the accretion of power with myopic
preoccupation with immediate profits.

There you get it in a

big way.
But I am optimistic enough to feel that Management

has already shown some evidence — considerable evidence —

of an intuitive realization of the variables here so I am not
ready to say that there will be a further extension of govern

ment.

Maybe there will be.
MR* CAREY:

I was going to say you might make a

proposition for consideration that what you have said this
morning suggests an extension welfare type of state in
government, because like aid to medical care, and so on, you
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get great political pressures there, and it would seem to me
there is almost bound to be pressure in the direction to na
tional planning, somehow.

Maybe not along the French model

but maybe by volunteers, or perhaps, very happily, by business

management itself in collaboration.
But I can’t see how you can go on Indefinitely with

each big corporation planning extensively and in great depth
and have nobody paying any attention to the overall planning,
the allocation of resources, the utilization of labor, and so

on, which are all very important.

There is your European Economic Commission sitting

in Brussels, cutting down mines in Belgium, and doing things
good for everybody and underwriting them while they learn a
new trade and get moving, and we don’t have that much in the

United States today.
DEAN BROWN:

What you are saying in essence, it

seems to me, Jack, is that while the automated element in our
machinery and productive equipment is increasing, the auto
mated element in our economy is decreasing.

not be so.

This may or may

It again relates, it seems to me, to the degree

to which the decisions made for these aggregates of power in

the corporation are related to their enlightened long-run

interest.
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The reason I hope that we will not depart signifi

cantly from the kind of political and social structure that we
now have is that it has the great merit of dispersion of

power — this also is in our tradition — which distribution

of power is diminished to the extent the government moves in,
and to the extent that you begin to substitute over-all deci

sions for the multiple decisions that tend to be right and
wrong and compensate each other.

To that extent you are making a fundamental change
I mean in the nature of society.
Anything in this area is highly conjectural, Dave,

because it depends so much on the extent to which not a few
men but a large number of men perceive the realities of —
well, I mean, we are not there yet by any manner of means.

CHAIRMAN TRUEBLOOD:

Do I not remember. Jack — who

was the man from England, Sir William Lawson?

MR. CAREY:

Yes.

CHAIRMAN TRUEBLOOD:

Do I not remember that he ex

plained to us, distinguishing USA economy from the French

planning that even under the conservative government in Eng
land they have what they call a monopolist commission which

did this sort of thing, let us say, take the steel industry
and sort of gratuitously or voluntarily on the part of govern

ment make studies of the industry, having no force — the
government came with suggestions for allotments, and this

sort of thing.
Am I right, Jack?
MR. CAREY:

Something along that line.

There was

confusion because we were talking on one hand about anti
trusts, and on the other hand about this French planning,

which the English have a weak copy of, the Council for Economic
Development, or something.

Well, what I was trying to say was I use "planning”
not in the sense of compulsion but in the sense of voluntary
cooperative examination of the whole economy, so that indi

vidual decisions may have been a little more rational,and
maybe business could that on its own, if it wanted to.

DEAN BROWN:

The attempts that may have been made,

primarily the NRA, haven’t been very successful.

Now, Bob did put his finger on something that I
hadn’t mentioned because it didn’t seem to me that it was

particularly relevant, but it may be.

I did refer to the

impairment of competition as the catalyst in the beautiful

harmony of Adam Smith, and the idea of perfect competition, as

elaborated and refined and thought through so carefully by the
economists simply doesn’t meet the description of contemporary
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markets, and it never will, and in its absence we find people

like Ed Mason saying we don’t understand the corporation —
we feel that there is something there that shouldn’t be but
it seems to work, but it doesn’t have a legitimacy in our

intellectual rationale

—

MR. DEVORE:

But it works’

DEAN BROWN:

It works’

(Laughter)

It is this harmony which seems to have appeared but
which we haven’t rationalized, we haven’t articulated, that,
I think, we so desperately need to answer the kind of questions

you are bringing up, but also to give the business manager

increased conviction that it is in his enlightened self-interest
to make these decisions that are compatible with the society.

But I do think it involves a fundamental reorienta
tion of our thinking about what is proper and right in the

field of anti-trust,

I think we are kidding ourselves there

Just as badly as —MR. LINOWES:

I wonder if Dean Brown would care to

make an observation concerning the recent developments of
integration of our minority groups, the effect on the educa
tional programs of the future and on perhaps business programs

and the environment in which we might find ourselves ten or
fifteen years from today.
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DEAN BROWN:

I am not sure that they are going to

drag down the level of educational competence that some have
expressed a fear about.

It is true that the educational system,

if integration succeeds, is going to have to absorb progres
sively larger masses of ill-prepared people, but this has been
done before, and with each successive generation then this is
going to become less of a problem.
With regard to the business community, I do not

think that it is going to be anything but a plus, except in

the sense that it is going to probably add effective workers
to the labor forces.

CHAIRMAN TRUEBLOOD:

When they are not needed, any

way.
But, Dave, because of the struggle for recognition

of minority groups, there are not just inequalities but in

efficiencies that are involved to the extent that we can get
rid of these.

You have in many Southern plants two unions.

As a matter of fact, we have got a television program, and I
am thinking of making one of the programs the analysis of the

influence of business on integration rather than of integra
tion on business, and I am more and more persuaded that business

has been very possibly an influence to facilitate integration
that just began in its own interest.

It isn’t good to have all
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these conflicts around.
A great deal of the success in achieving non-dis

crimination has been as a result of business action.

MR. LINOWES:

I was interested to hear that the

Advertising Council has just recently agreed that in their

groups or group portrayals of people they will now show
members of minority races and not all Anglo-Saxons.

Just

recently.

MR. DEVORE:

The Advertising Council has been active

in a group called “Religion in American Life,” which is an
interfaith movement, so it is an extension of that, apparently.

CHAIRMAN TRUEBLOOD:

Well, lunch is only a block

and a half-hour away so I think we ought to go around and

give you each an opportunity for your wrap-up questions.

We

can talk, and will, I know, at lunch, but we won’t be on any

record at that time.

So, Jack, you always have a fund of things to inquire
about.

MR. CAREY:

I think I can take up another question

and this has to do with professional accreditation.

We have

been through this, and we have had a hassle, and we cannot
seem to get the right answer.
We have a political accrediting process in the
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states.

Many of us think it is rather a drag.

It is pretty

hard to change the scope of the examination.

Incidentally, you spoke about the inutility of

examinations.

This is an interesting question, too.

We have

thought that perhaps under strictly private auspices, sponsored

by the Institute, we ought to set up a higher level of recog
nition for Certified Public Accountants than Just that certifi
cate they get from the state on the traditional basis, and we

thought that instead of examining them and making them pass
tests, it ought to be based on some measure of study, as an

Academy of General Practice in the medical field, which we
used as a model, where they make them requalify in a measure

of years — and you mentioned, if you remember, this, too, in
a joking way — in order to maintain their membership.

The resistance is quite strong on the part of the
majority of our people because intuitively they do not want

to be distinguished adversely from those who do.

And then we have the question about the accreditation

of member groups, which relates to this group practice.

A

small practitioner has a group, a staff, and a few people,

and they are getting bigger, and really what you want to know
is how well is that firm managed, how intelligent is its leader

ship, how up-to-date are its people.

Maybe there is a man in
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there who is qualified for this academy but maybe the firm as

a whole is very poorly run.
I don’t know that it has ever been done in any

professional area, accrediting an operating unit as against

the individual.

CHAIRMAN TRUEBLOOD:

The Association of Consultant

Management Engineers takes in firms.

MR. CAREY:

I don’t know what the standards are.

Ma y 

be it’s an obsolete conception that a professional man is

qualified as an individual at least in this area, and maybe
we have to think about the groups.

DEAN BROWN:

Perhaps you have to go back to your

fundamental philosophies about accreditation of individuals and

of organizations.
degree.

We do it in the academic world with the

When you haven’t got the degree, it looks like a

tremendous achievement, a goal up there.

When you have had it

for a while, you begin to make whimsical comments about this is

your union card to the academic world and it really doesn’t
mean that you know anything.

(Laughter)

The experience that has been had by the security

analysts is an interesting one in this respect.

The profes

sion (or whatever you want to call it) of the security analyst

has gone through a cycle as they have become more sophisticated,

91

more knowledgeable.

They have begun to wonder whether they

shouldn’t have accreditation of some kind, whether the

academic institutions couldn’t set up a series of exams or

hurdles or something to give them this.

Some medical professions have their processes of
accreditation; lawyers have it.

Security analysts have

backed away from it the more they have looked at it.
My own disposition is that its utility is tangible

at some stage but if refined too far, it becomes simply a
source of abuse and another form of discrimination, in a way.

The accreditation of colleges is kind of a Joke,
really.

MR. CAREY:
DEAN BROWN:
are you going to tell?

Is it really?
Oh, yes.

That margin — I mean, how

We see it in the business schools.

There is the American Association of Collegiate Schools.

I

think there are some 200 schools in it, and some of those
that are out there are Just anguished, you know, that they

can’t get in and get accredited, and I am sure that some of
their programs are better than those that are in — much better.

But it is Just —
You know, in a way when you apply it to an institu

tion I think it has less validity than when you have a hurdle
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for the individual because the institution finds it extremely
difficulty to attract to itself the personnel, the revenues,

the nourishment, in other words, that will give them the
power to get over this hurdle.

I have often thought of it in terms of policies of
foundations and business organizations in making funds

available to Institutions of higher learning.
to the accredited institutions.

They limit it

Maybe the one who needs it

most is the one that just is not accredited but has a leader
and the poor guy is breaking his heart and spirit trying to

give it the dynamism to get over this damn hurdle, and when
he does get over it, he is probably a lot better than those

on the wrong side of the net.

CHAIRMAN TRUEBLOOD:

But it is a double deal.

You

have bachelors' and masters* and Ph.D.s and good, good people

who are nothing, and then you have an overlay of an institu
tional accreditation.
Are you suggesting: Are
?
you suggesting that — first you say anCSP is not effective.

Let me ask Dean Brown this:

Are you suggesting because of its nature it cannot be ef

fective, or simply that it has not been made effective?
DEAN BROWN:

I was expressing a doubtfulness about

the validity of accrediting institutions as a whole.

CHAIRMAN TRUEBLOOD:

DEAN BROWN:

As a whole.

I do think that there is a merit in

accrediting individuals to set up a minimum standard.

Whether

it is desirable to grade that on up, I have less —
MR. CAREY:

I have never met a dean who liked ac

creditation of institutions, but even what you say suggests
that there may be, insensitive, imperfect as the administration

of it may be — and inequities may occur — still people are
pushing to get there and this in itself may have some value.

DEAN BROWN:

Jack, if you have the right men, they

will be pushing whether they are there or not.

It really

becomes a sham.
CHAIRMAN TRUEBLOOD:

MR. CAREY:

Finished.

CHAIRMAN TRUEBLOOD:

MR. LINOWES:

Jack, do you have other --

Dave?

Just one, perhaps, which I would have

skipped, but since you do ask me —

Dean Brown, you made rather extensive reference in
your opening remarks to automation of record keeping on the
assumption that that is definitely within the province of the

CPA.
Now, the question I ask is, do we have a right to

assume that it is appropriately within our province, or does

it more appropriately fall to the mechanically minded engineer,
or something like what the IBM company uses, the engineer

accountants, or, really, how do you see this automation of
records?

Is it more of a management engineer’s function than

the profession of accounting?

DEAN BROWN:

You used the word ’’Management” account

ant -—

MR. LINOWES:

Engineering accountant.

They make sure

he has a technical training in engineering,
DEAN BROWN:

Well, I would rather have the accountant

who is technically informed about how to do this direct help in
setting up my records than I would an engineer who wouldn’t

have the sense of process that the business typically follows.
I would think it more properly emphasizes the ac
countant’s background Judgment than it would the mere technical

job of setting up as a retrieval system,

CHAIRMAN TRUEBLOOD:

May I pursue that in this way?

Clerical transferences are one way, but now let us say we
have, let’s say, an automobile manufacturer, where production

scheduling, inventory procurement, sales distribution, and all
that sort of thing has been ground into the single integrated

over-all information system, and financial data as such, or

the financial system, as such, is in the order of magnitude of
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some ten per cent of the whole system.
Now, do you still take the same point of view in

terms of the guy who should preside over the design, installa

tion and operation of the automated information system?
DEAN SHOWN:

Who else would do it, then?

CHAIRMAN TRUEBLOOD:

I am being a little bit devious.

I don’t know whether you have heard of or run across yet the
so-called McKinsey Report on Automation.

I have not seen the

report but I have heard one of their partners expound on the

subject, and one of our principals has it.
They make this statement — and I don’t take it too

seriously because a friend of McKinsey told me this is a sub

jective evaluation of a series of conversations — but they
make this statement, that they studied or analyzed 27 existing

automated systems that tended toward the overall approach.

Of these, nine were successful and eighteen were,
quote, average, unquote, in order to avoid using the word

"unsucceesful.”

In the nine successful companies, the top guy in the

automated area — only one of those nine — came from the
financial function.

The other eight came either from

engineering or operations.

Now, what is behind this, I can’t tell you.

This is
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all I have been told.

DEAN BROWN:

Did the operations man have an account

ant at his elbow?

CHAIRMAN TRUEBLOOD:

Even if he has an accountant and

a disciplined financial man at his elbow, it doesn’t resolve
the question Dave and I are worried about.

DEAN BROWN:

Well, now, I am so poorly informed in

this area that I am going to have to ask you a couple of
questions.

Is this because the accountant isn’t as closely in
formed of the capacities of the equipment as he should be?

MR. LINOWES:

Also, I think, and more importantly,

he is not aware of what these machines can do.
Don’t you think so?

CHAIRMAN TRUEBLOOD:

Plus, some would argue — don’t

relate this to the McKinsey Report — but some would argue that

many executive engineers are more broadly trained than many

executive accountants, more broadly oriented, educated.
MR. LINOWES:

Is that for the record, Bob?

CHAIRMAN TRUEBLOOD:

Sure.

I said "some would

argue.”

DEAN BROWN:

Well, in responding to the question,

I implied that the accountant would be informed of the capacities
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of the equipment and this is an appropriate part of the train
ing of the accountant as well as —

MR. CAREY:

Everyone we talked to so far who has

touched on this area says the accountant is the natural one,

if he will acquire the necessary equipment -—
MR. LINOWES:
DEAN BROWN:

If he becomes the engineer.

All he has to know is what the machine

can do.
MR. LINOWES:
MR. CAREY:

Isn’t the reverse easier?

All I am saying for your information,

not having been present at the other consultations, everybody
says this ”If you don’t do it, we don’t know who will but

somebody will.”
CHAIRMAN TRUEBLOOD:

the boys!”

But everybody says "Get with

And you would of course that, surely --

MR. LINOWES:

Well, the only thing that troubles me

in this get-with-the-boys approach is that are we going to

’’get” with more technical trade-type of training, which we want
to get away from.

I don’t want us to be technical engineers.

We want to be sophisticated, the more sophisticated type.

DEAN BROWN:

We are subjecting our NBA candidates to

materials that primarily will succeed in equipping them to

know what the machine will do.

They won’t have the slightest
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idea of why it does it or the mechanics that make it possible

for it to be achieved, but they are being exposed to the processes

of programming, of simulation, of the use of what is the
range of capacity of the machine, and we feel that it is about

as much as we want, and I think that is what the accountant
should have.

CHAIRMAN TRUEBLOOD:

How many graduate schools of

business across the country would you think might be doing

that now?

DEAN BROWN:

guess.

I wish I knew.

I will make an offhand

Say, ten.

CHAIRMAN TRUEBLOOD: Malcolm?
MR. DEVORE:

In the accounting profession, we must

look, of course, to the schools to supply our raw material,

which raises the question on which I would like your views as
to the extent to which the public accounting profession can

best assist the universities turning out the product that we

want to see.
DEAN BROWN:

Well, I think I would interest myself

primarily in the training of teachers, which means the en
couragement of teachers, which means basically three kinds of

assistance for the educational institutions — student as
sistance grants at the doctoral level; a help in the attracting
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of professorial talent in the form of professorial chairs or

otherwise, and of research grants to institutions for research

in the field of accounting.
In this way I think the assistance can be multiplied
many, many times.

If you get an expansion in the number of

inspired professors in the field of Accounting, you will find

that the number of good student minds that gravitate toward
Accounting will multiply very fast.
MR. DEVORE:

What about residencies?

Say an account

ing professor might be interested during a sabbatical in

going to a university -—
DEAN BROWN:

this is good.

Oh, yes, that would be fine.

I think

I am strongly and favorably impressed with the

desirability of interchanges in the accounting profession and

in the business of teaching accounting.
MR. DEVORE:

But predominantly at the Instructor

level rather than internship of accounting student.
DEAN BROWN:

MR. CAREY:

Yes, that’s right.

Any merit in thinking about teaching

aids, proper materials, teaching materials that the profession
could supply?

Or isn’t that a serious problem?

DEAN BROWN:
serious problem.

It is not my impression that it is a

I would rather have an accounting professor
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answer that one.

I think we are able to get all the accounting

materials that we need, case materials or otherwise.

CHAIRMAN TRUEBLOOD:

Going back on Malcolm’s question,

you Indicated these financial aids, as it were, both to
students and the institution?
DEAN BROWN:

Not students in general — doctoral

levels.
CHAIRMAN TRUEBLOOD:

Yes, I know why you say that.

Now, would it be better — as of the moment it is almost

totally firm by firm and man by man basis — do you take any
strong position from the point of view of whether it would be

better if this were instituted through the American Institute
as distinguished from being helter-skelter, semi-competitive
deal as between firms?

DEAN BROWN;

I think you would be asking the Institute

to take on a headache if you put it through the Institute.
The Institute, I think, could do its most effective work by

encouraging the firms to do this, but rather than having the

firms put the money into the Institute and then having it re
distributed —

MR. CAREY;

I can’t help recalling your words about

the harmony of competitive effort.

I think you get more money

if the firms compete with one another.
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DEAN BROWN:

You wouldn’t attribute to me a sub

versive purpose of my answer!
CHAIRMAN TRUEBLOOD:

MR. DEVORE:

Do you have another one, Malcolm?

I can hold it.

CHAIRMAN TRUEBLOOD:
MR. DEVORE:

(Laughter)

Go ahead.

All right.

I would ask another question

then which comes out of our profile basically, and that is
whether you have any suggestions for a method by which we

might better select personnel for entrance in the profession.
DEAN BROWN:
select people.
sions Committee.

Well, Malcolm, I wish I knew how to

We are not very good at it, even at the Admis

We have criteria.

We have limited confidence

in them.
The most important element in the selection is the

least measureable, and that is motivation.

If you can find a

way to measure a man’s strength of motivation, or even his
potential for the development of motivation, I think you would
have the answer.

But we haven’t succeeded.

MR. DEVORE:

I think from an earlier comment that

you have some reservations as to the ability of psychologists
to ferret out these things.

DEAN BROWN:

Yes, I certainly do.

with the progress that we have made.

I am not impressed
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MR. DEVORE:

Thank you.

CHAIRMAN TRUEBLOOD:

Anybody?

Well, I think we will get on our way to lunch, then.
This has been the most fascinating session so far,

and we are not through with you yet.

(Thereupon the meeting adjourned for luncheon at
one o’clock.)

(This concluded the day’s recorded proceedings.)
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FRIDAY MORNING SESSION

April 5, 1963

The Long-Range Objectives Committee of the American
Institute of Certified Public Accountants reconvened at ninethirty o’clock, Mr. Trueblood presiding.

Present were:
Mr. Robert M. Trueblood, Chairman

Mr. Malcolm M. Devore

Mr. David F. Linowes
Mr. John Carey

Mr. Saul Warshaw
Mr. Charles O’Hara

Miss Elizabeth Arliss

Mrs. Muriel Constant, Stenotypist
CHAIRMAN TRUEBLOOD:

I don’t know just how much you

gentlemen were told about how we operate or what we are trying

to do —
MR. SAUL WARSHAW:

CHAIRMAN TRUEBLOOD:

A little bit.
I will just back up a little

bit and tell you what we are trying to do.
We long-rangers have been at the problems of the
profession for — what, five years, six years, Jack?
MR. CAREY:

Six at least.
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CHAIRMAN TRUEBLOOD:

About two years ago we decided

to direct our efforts to figuring out where we might be in

1975, what problems we would have in getting there, how we
should prepare ourselves, what we should be thinking about,

and all that sort of thing.
We prepared, which you must have seen, a series of

questions like so (indicating document) considering matters
of environment generally, not technical problems as such in

the sense of accounting principles or that kind of thing, but
the structure of the profession, relationship with the busi

ness community, relationship with other professional groups,
and all that sort of thing we are trying to worry ourselves
with and fret about.
The users of our professional services, of course,

are a very important piece of our future — businessmen such
as you, the legal profession, and so on — and we have pro

ceeded by calling in consultants, as it were, to help us with

our thinking.
I think today's session is probably the ninth or

the tenth such session, including such people as economists,

scientists, corporate lawyer, accounting dean, or business
school dean, and that sort of thing.

We just free wheel completely and have an open end

105

a la Suskind sort of debate, and have fun out of it, and when
we get finished we are going to try to develop another mono

graph, or another book, which will tell our 45,000 members

something of what we feel about what we are going to have to
go through in order to get where we want to be, or would like
to be.

Now, typically, we have asked our witnesses to just
talk off the top of the head about whatever might be on their

mind, any observations, before we start a free wheeling discus
sion.

This is quite up to you.

If you want to make some

preliminary comments, all well and good.
MR. WARSHAW:

I would just as soon let the free

wheeling discussion lead where it may, if I may do so.
CHAIRMAN TRUEBLOOD:

It’s perfectly all right with

us, so we will just get started with it.
Malcolm, do you want to kick off?

MR. DEVORE:

We, of course, are interested in know

ing what the users think about the various services which the
Certified Public Accountants render, and one question is,

what is your evaluation of the different kinds of services

which CPA’s render.

That is, which of the services do you

think that as a user you are most interested in, and do you

have any views as to which ones of these various types of

106

services might become more important in future years, why

that would be good.
I am thinking, of course, of traditional services —

of the auditing of the accounts, tax services, and so on.
Maybe there are other services which as a businessman you may
think, gee, I wish we could get help in this area, is this

something you accountants can get into or do we have to look

somewhere else.
MR. WARSHAW:

I think I can answer that in some

detail from our point of view.
We are a small company trying to become a big one,
and we have had three different accounting firms for the past

six years.

I can perhaps illustrate our own thinking by dis

cussing that point.
The first accounting firm was a firm that had been
with us for some time and their conception of their function

was limited to the bookkeeping end, to the rendering of a

statement, the preparation of a tax return, and that was it,
period.

It was an extremely small company.
I felt that we needed something considerably more

than that by way of financial advice.
We have in our Company — we had in our Company
until very recently people who we thought, and still think,
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were pretty good in engineering and in merchandising and in
sales and production, and so on and so forth.

We had no one

who was adept at the financial end of our own business.

This is not always true of small companies but it was
certainly true of ours and is typical of a large number anyway.

Many small businessmen seem to think that they are adept at
all phases of their own business, but really they are not.

We switched to a somewhat larger firm that was better

organized than the first in that they knew which directions
we should go and in which directions we needed help.

Their

severe limitation was that they couldn’t do anything more than
tell us what our limitations were.

They couldn’t guide us.

They couldn’t take us by the hand and bring us there.

Being an engineer, I couldn’t do this myself, nor
could anybody in our Company, you see.

middle-of-the-way.

They were sort of

They knew where we should go but they

couldn’t quite take us by the hand, which is what we needed.

Now I think that we are in good hands, and we not
only know which way we want to go but we have people who can

take us by the hand and bring us there.

I am sure that they

will take us down the wrong road on occasion but our feeling is,
and I told them right to start with, so long as they keep

guiding us and taking us by the hand, I don’t care if we go
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down this wrong road once in a while, you see, so long as we
keep going.

A small business has problems that are a little
different from a big business, and it has some similar problems
as well, and we have problems that are similar in that di

versification, you see —You see, we are a little appendage on the packaging
material, and if some plastic material comes along we could

be out just like that.
have on the market.

It is a very tenuous hold that we

We have to diversify just as big companies

do — I think even more than big companies because we fulfill

a very specialized function that could disintegrate or wither
away, and diversification is just as important for us, if not

more so, than a big company.
There are certainly financial aspects to diversifica

tion.

Unlike a big company, though, until recently we were not

equipped to handle this ourselves.

We needed outside people.

We were equipped in merchandising, marketing, engineering,
production and sales, and so on, in our own small way, but

not in financial matters.

MR. CAREY:

Could you mention a few of the types of

problems which you felt you needed this kind of help in and

that’s why you moved over?
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MR. WARSHAW:

ets.

For one thing, we felt the need for budg

We don’t operate from a budget; we just go by guess and

by gosh, which is fairly typical of small companies.
The boss in a small company thinks he has every

thing under his thumb.

He doesn’t, but he likes to think so.

Perhaps there are more rugged individuals left in small
companies than big ones, I don’t know.
a budget.

We don’t have cost controls.

We don’t operate with

We think that we are

losing money in one of our major items of manufacturer and just
as soon as we are sure what the effects of dropping it will
be, we will drop it if we should, you see, but in the absence
of cost data, we can’t, you se - -

Financing problems, too?

MR. CAREY:
MR. WARSHAW:

Well, these are coming up with expan

sions, you see, and we are getting substantial help in that

direction.

From the accountants?

MR. CAREY:
MR. WARSHAW:

Yes.

MR. LINOWES:

When you say "budgets” and "cost

controls” is what you sought, could you give us an approximate

idea about how big

the second accounting firm was, about how

many people they had?

MR. WARSHAW:

I don’t know.

I only knew two people.
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MR. LINOWES:

Were there twenty?

MR. WARSHAW:

I think so.

I think they were small.

It was a fairly good firm.
MR. CAREY:

Apparently they never described their

organization to you, and I think that is a point for us.

They

never told you who they had, what their qualifications were?
MR. LINOWES:

They didn’t present their services?

MR. WARSHAW:

No.

I think that it was certainly

shallow compared to our present firm*

I don’t think they had

the depth.

CHAIRMAN TRUEBLOOD:

You did say that the second

firm seemed to be able to recognize your problems.

I suppose

in the sense of saying that you should be operating how?
MR. WARSHAW:

cost control.

They said we should have budgets and

We said fine, good, let’s have them, and that

was the end of it.

CHAIRMAN TRUEBLOOD:

There was simply no implementa

tion.

MR. WARSHAW:

No.

They didn’t know how to put them

into effect.
MR. CAREY:

Have you had your third firm for a

long time?

MR. WARSHAW:

No, short.
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MR. CAREY:
MR. LINOWES:

Price Waterhouse -Oh.

I thought they were his client

and I was being very careful.

(Laughter as Mr. Linowes

indicated Mr. Devore.)
MR. CAREY:

Maybe this is a slightly sensitive

question but, after all, we are among friends, aren’t we?
Do you feel you are getting personal contact with top people
there?

MR. WARSHAW:

Yes.

I was surprised because among

small companies one feels when you deal with very large

organizations you do not get personal contact.

That is not

always true, and I have seen that in our ordinary dealings

with paper mills, for example.

Sometimes you get better

service from a large one than from a small one.

In this

particular case of Price Waterhouse, they have a Small Business

Department.
MR. CAREY:

MR. WARSHAW:

Carl Nash?
Yes, and they are geared to handle

our kinds of problems.
MR. LINOWES:

You say the second firm seemed to

know what you wanted but didn’t implement it.
have any extensive discussions about fees?

were a little afraid about fee charges?

Did you ever

Do you think they
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MR. WARSHAW:

No.

MR. LINOWES:

Never?

MR. WARSHAW:

No.

MR. DEVORE:

I would judge the attitude was, Mr.

Warshaw, you should have a budget, and he says fine, let’s go

ahead and get one, and they say we are not in a position to

render that service.
MR. WARSHAW:

That’s right.

They left it more open,

they left it more up to us than they should have.

We at that

time certainly didn’t know how, and we are sort of getting

into it.

It will take a year or so now.

MR. LINOWES:

Do you feel you are getting what you

want now, or do you feel that just the reputation of Price
Waterhouse is impressive to you?

MR. WARSHAW:

No.

I feel the caliber of the people

is very good right down from the senior who calls on us to
who works with us.

What they are trying to do, you see, is have us

develop this from within under their guidance.
pushing.

They are not trying to erect a framework and push it

into our office.

They are trying to get us to do it ourselves,

but the guidance is there.

time.

They are not

It will take, I am sure, a long

It will take a year or a year and a half, or perhaps
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longer to get it going the way we want it.
CHAIRMAN TRUEBLOOD:

I don’t ask this question in

order to find out how Price Waterhouse works, but it becomes
important to us in the sense of the structure of our profes

sionals.

Given the budget problem, or given the cost control
problem, do you work with a specialist in that particular
area, or do you tend to have all of your contacts through

one man?
MR. WARSHAW:

We have our contacts right now, I

guess it’s through three people.

One is Carl Nash, who is

the partner, and then the manager is Kurt Schwartz, and then
the prime contract is with the senior, an extremely capable

man.
CHAIRMAN TRUEBLOOD:

But these three men help in

all areas?

MR. WARSHAW:

No.

They have a tax man, and I don’t

think we can answer that yet because we are not that far down

the picture.

I don’t know who they will call in later.

It

is only three or four months — we’re not really just more
than started, you see.
MR. CAREY:
MR. WARSHAW:

You haven’t had an annual audit yet?

Yes, last year,

*62, but they came in
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toward the very end of the year.
been October or November.

I believe it must have

I would say November.

CHAIRMAN TRUEBLOOD:

Well, how would you feel about

this — how would you predict you would feel about this —
you say you contemplate working with a tax man as such on the
tax subject.

Let us say that you went down the budget and

forecasting route, and you go down the cost control route,
and let’s say you were working with a specialist in each of

these areas.

Would this be comfortable for you?

Or, would

you feel that you should be working through Mr. Nashner and

his manager on all phases of your business problems?

MR. WARSHAW:

Well, I would feel that Mr. Nashner

should be closely aware of what is going on.

A small company

like ours dealing with a large firm like Price Waterhouse will

feel comfortable if we feel that we are given personal atten

tion; if the expert does his work and gives us the feeling that

he is interested in even little us, you see.

This is important.

And if he does it in a perfunctory way and slips in and out,
why, I think that would — we would prefer experts at all

phases of it.

MR. CAREY:

It doesn’t trouble you that Mr. Nashner

or Mr. Schwartz is not expert in all the areas?

MR. WARSHAW:

I don’t see how they could be.
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MR. DEVORE:

This is interesting because this is

exactly the same thing our corporate lawyer told us.

In the

relationship that they had — this is one of the large firms
in New York — that he feels that he has to be general in

area so that if one of his clients comes in and has a state

tax problem, he can at least discuss generally and he can

then call in the expert, but he feels it would be unwise for
him to brush his hands off it and say "You will have to see
Smith.

ject.

I don’t know anything about it.”

MR. WARSHAW:

I would agree with him.

MR. LINOWES:

I would touch on another type of sub

You are a relatively young man.

Where do you see

your company and your relationship to your accounting firm

You must have some thoughts — you

in the next ten years?

seem to think about the future.
MR.WARSHAW:

Well, I do, and my thoughts might go

off on a tangent.

thoughts.

MR. LINOWES:

We would like that.

MR. WARSHAW:

And they may be a little peculiar

I don’t know.

To me it seems that we are facing increased govern
ment control of our economic life.

We hope that it will re

main with economic control and not political, but I do not
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for myself think that there is any doubt but that we will have
vastly increasing government control of our business and of
our entire economic life.

I think that this will mean that we will have to —

we cannot keep up with the government and what it wants us
to do by way of taxes or financial matters, and we will have
to rely more and more on expert opinion.

The new tax law, for example, is something that I

don't understand.

If anyone does, I don't know.

And its

interpretation is something that we have to turn to outsiders
for, at least for guidance.

Charlie (referring to Mr. O'Hara) will be able to
help substantially, I am sure, but he will have to also get

some guidance in view of the complexity.

Of what is in store

for us, I think that we are faced with — I think that we are

in the grip of something that is beyond our control if the
tendency is towards government control.

I read some of these books, and there is one point

that I feel strongly about that I didn’t see, and that is
that we are competing with another economic system.

It was mentioned in

the tup one,

that the inter

play between our economic system and their economic system is
going to make substantial changes in our economic system, and
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perhaps as well in theirs, too.

MR. CAREY:
MR. WARSHAW:

You mean the Communists?

Yes.

I don’t think that either side

would like to accept the fact that we are borrowing from each
other.

But look at what we are doing in space.

doing it because of them.

We are only

Or the study of oceanography.

the study of nuclear physics.

Or

These things weren’t even heard

of in the thirties, and yet we are doing it because of competi
tion with another economic system, and as a result, the
control of government by government in economic life will
become tighter.
MR. DEVORE:
MR. WARSHAW:
extent.

Do you foresee government planning then?

Yes, I certainly do, to a certain

They certainly plan agriculture, and they are doing

it in France with some success.
CHAIRMAN TRUEBLOOD:

MR. WARSHAW:

How do you think this —

On the other hand, if I may continue,

I think the Russians will have to decentralize.

I think they

are too tight, you see, and fifteen years from now you may have

our two systems not being friendly necessarily, because
similarity doesn’t mean friendliness, but they may be a lot
more similar than they are now.

Each must borrow certain successes from the other.
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If Khruschev’s farm program is not as good as ours because

he’s got collectives and not ours, he may be forced to

change, and he is thinking in those terms, evidently.
If the government support of education is more suc
cessful in Russia than our lack of support here, we may be

forced to change.

I don’t know.

All of this leads to the fact that we will have

more centralization here, in my opinion, in order to compete

with them.

If the Communists take over Brazil, you will have

it fast perhaps politically, too, and that will put us more
under the need for more advice, more guidance, you see.

So

you see how it applies to us in our accounting firm specifically.

We will have to have more leading by the hand through the
maze of what is in my opinion certain to come.
MR. LINOWES:

In this leading do you expect it to

be defensive, because outside pressures force you to do these

things, or is it aggressive because you are trying to push
your business into different channels?

MR. WARSHAW:
in both ways.

We are making use of Price Waterhouse

We are trying to expand and diversify our

business, you see, and --

MR. LINOWES:

Because of outside pressures or be

cause you have a restless mind?

Which?

That is what I am
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trying to get at.

MR. WARSHAW:

Well, we hope that we have restless

minds, and we want to expand and diversify.

MR. CAREY:
MR. WARSHAW:

future that way.

You are growth-minded, in other words.
Yes.

We are certainly planning our

We hope that it will work.

It seems to be,

in a small way.

MR. CAREY:

I was just going to say, your remark

that similarities between the two systems wouldn’t neces

sarily mean friendship reminds me of Churchill was supposed

to have said the Americans and British are divided by a
common language.

MR. WARSHAW:

I’m sorry I interrupted you before,

sir.

CHAIRMAN TRUEBLOOD:

That’s all right.

I was going

to ask you along the lines of your expectation of increased

planning just how you might prognosticate that this would

come.

Do you think the government might put you into specific

product lines?

Do you think they might allocate to you a

share of the market within your field?

MR. WARSHAW:

They might set our prices.

They

started to do this with Mr. Blau, and it certainly made us
stop and think.

I would say that this is the handwriting on

12'0

the wall.

Sometimes the way prices go we might welcome it.
don’t know.

(Laughter)

I don’t know.

I

I think that govern

ment control of prices, control, government control of wage
negotiations — for example, the way the Senate handled the
shipping strike here, right here in New York.

They are trying

an increasing look at things, and I don’t know how it will

go.
MR. CAREY:
MR. WARSHAW:

MR. CAREY:

Do you have a union?

Yes.
You have these problems, then, biennial

contract negotiations, and so on, every other year?

MR. WARSHAW:
year.

Yes, we have a contract every other

We just signed ours.
MR. CAREY:

MR. WARSHAW:

MR. CAREY:

It is a very trying experience.

It must be, every time.
It is.

On that line, if we can jump around,

there was some talk yesterday about the possibility of Certi

fied Public Accountants being more useful in these contract
negotiations in so far as the development of data is a part
of them, and, of course, there is a bargaining that we would
have nothing to do with, but possibly the union would accept

a Certified Public Accountant’s statement of costs and margins
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and costs of fringe benefits, and things of that sort, more

readily than they would Management’s own representation.

MR. WARSHAW:

manner.

We do not negotiate in that particular

Other people may.

and profits, and so on.

We try to stay away from costs

They have their own rules of thumb.

I don’t know if that could be useful to us, to our firm.

I

don’t think so.
It would be useful, of course, indirectly, sub
stantially useful.

If we were to know our own costs, that

would help us in negotiations with the union.

But it is only

through that path that I could see that it would be useful.
MR. CAREY:

Some unions push in that direction and

Management would just as soon not speak about it.

They have

their own research directors, and they come up and tell you

what your profits really are.
MR. WARSHAW:

In Textiles, for instance --

In the garment district the contracts

require cost studies, don’t they?

MR. CAREY:

MR. WARSHAW:

I guess so.
I have been told.

CHAIRMAN TRUEBLOOD:

Are you in a union situation

where you tend to negotiate a contract really established by
somebody else, with your own little variations of it?
it a--

Or is
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MR. WARSHAW:
midnight.

?

right down to twelve o’clock

Ostentatiously we load up public warehouses in

Pittsburgh and Cleveland and Milwaukee.

They know we are

doing it — they don’t know where these warehouses are.

At

least we don’t think they do.

They spread all kinds of stories around, drop hints

here and there, and we do this, too.
We only had one strike, and that, oddly enough, we

won, which is pretty rare these days.

It was five years ago.

We put a man on as production manager and they didn’t like
the way he reorganized the plant.

They had no particular

grievance but they went out on strike with the idea of forcing

us to fire him, which we wouldn’t do, because if we fired him,
the Atlantic would be co-op the next year, and we broke it by

calling the union president and he put them back to work.

It was a non-union issue, he said.
In our case it is simply a question of relative

strength coming to an agreement somewhere around where they
want it settled.

The relative strength will swing it a little

this way or that way, but the central thing is it must be

close to what they want.
MR. DEVORE:

Do you notice any trend in your discus

sion with your labor people that they are recognizing the
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economic facts of life more now than they did five years ago?

Any evidence of statesmanship on their part that you have got
a common purpose to do a job?
MR. WARSHAW:

MR. DEVORE:

I wouldn’t think so.

Almost as antagonists, then, they are

trying to get all they can get?
MR. WARSHAW:

For that period of time, yes.

We do

not have labor union problems compared to other people.

Every

two years we have this harassing situation, this harassing

six-week period, but at the end of it there are constant

grievances and minor frictions, but nothing that gets out
of hand.
MR. CAREY:
MR. WARSHAW:

MR. CAREY:
MR. WARSHAW:

But your costs go up every two years.

Substantially.

They never settle without more?
No.

Generally it comes down to ten

cents for the first year of the contract and about six cents
for the second, and this is a tradition we can’t seem to break.

MR. CAREY:
MR. WARSHAW:

This pushes your prices up?

It pushes our costs up.

Unfortunately,

we have very little control over our prices in our industry.
MR. CAREY:

MR. WARSHAW:

Competitive.

Yes, it is very competitive.
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Any discussion of productivity, this

MR. DEVORE:

sort of thing?

Union discussions?
We won that battle without discussing

MR. WARSHAW:

it at the time of the negotiations.

Part of the problem about

this fellow we brought in was he began reorganizing the plant
and getting better production.
strongly.

They at the time resisted it

Now they accept the fact that we will continue to

make changes, and the result is that our wages have gone up,
our labor cost has not.

MR. CAREY:
MR. WARSHAW:

Is there automation involved?

Yes.

We build our own machinery, you

see, and we constantly sharpen and refine our procedures and
our labor cost has remained just about the same.
MR. CAREY:

MR. WARSHAW:
MR. CAREY:

Fewer employees?

No, about the same number.
But a bigger volume?

MR. WARSHAW:

Yes.

MR. LINOWES:

Have you found, since you have been

negotiating with the union for at least five years, have you
found any significant change in the apparent level of educa
tion in the level of people you are dealing with?

MR. WARSHAW:

Well, they are about the same.

union president is a college graduate.

The

These people have us
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at a great disadvantage.

They are competent, capable; our

particular people are honest and that helps considerably.
all of them are.

Not

Right in our neighborhood we have Anastasia,

whom — thank the Lord! — we don’t have to deal with.
They are competent.
than we do.

They know more about the field

We sit down once in two

This is their business.

years and they sit down twice a month on these things, and
when we say something they have heard the same pitch from

other employers a thousand times, and they are specialists —
they know.

This is their business and they are better at it

than we are so we are at a disadvantage.

MR. LINOWES:

Have you ever sought counsel, legal

or accounting, to help you negotiate on your side of the fence?
MR. WARSHAW:

The corporation lawyer always sits in.

MR. LINOWES:

He is not a specialist in labor

negotiations.

MR. WARSHAW:

No.

We once looked around for a

specialist and we never employed him.
it would have helped or not.

I don’t know whether

I don’t know.

Again, you see,

we are in the position of being unable to fight a sustained

strike.

We must settle with them.

of course.

We must settle.
MR. LINOWES:

We never tell them this,

We cannot afford a strike.

Would you be receptive to some assist
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ance from a competent professional man to help you and carry

the burden of negotiating, who has had equivalent experience

of union negotiations, whether Certified Public Accountant
or lawyer?
MR. WARSHAW:

We might, yes.

We have looked around

and have been unable to find such a person.
MR. LINOWES:

Do you think your present accounting

firm might be able to be of some help to you?

MR. WARSHAW:

They might.

I have never asked them.

MR. LINOWES:

Do you think you might be inclined

to ask them now?

MR. WARSHAW:

I haven’t thought of it.

MR. LINOWES:

I am not drumming up business for

Price Waterhouse ■-MR. WARSHAW:

asked them.

If I had thought of it, I would have

I have asked our attorney and he looked around

and came up with no one whom we really could settle on to

help.

MR. DEVORE:

Would it be a possibility if you

brought in an outsider you might find the union stiffening

in their demands?

MR. WARSHAW:
MR. CAREY:

Very possible.
You have got a relationship now that
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goes over a period of years that must be helpful.

MR. WARSHAW:
union.

We have a means of handling the

We know approximately what it takes to settle with

them and there is the fear that if we disturb this we might

be putting in something that might not be to our own benefit.
But have you been dealing with the

MR. LINOWES:

same person on the other side all these years?

Yes.

MR. WARSHAW:

They are having their own in

ternal difficulties, internal fights, as you would expect,
and if there are changes there we would be more inclined to

Otherwise, we let sleeping dogs lie.

bring in an outsider.

When they get up and bark, we --

MR. LINOWES:

It is interesting, in other areas you

seemed to feel you wanted somebody to lead you by the hand

in areas where you don’t feel you have the background or
competence to deal.

You wanted an accounting firm to lead

you in budgeting and in cost controls, but you didn’t think

of it especially for negotiating with the union.

How about — do you think of it in terms of re
designing some of this machinery that you make, or in new
marketing studies?

To what extent do you avail yourself of

outside assistance then?
MR. WARSHAW:

As far as machinery is concerned, we
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don’t.

We have our own engineering staff and we are pretty

proud of them.

How an accounting firm would help us in that

line, I don’t know.

MR. LINOWES:

An engineering firm, yes?

MR. WARSHAW:

Small businesses are quite skeptical

of outside consultants.

We have made use of consultants, to

very, very good advantage to ourselves.

With machinery, we

have never done it.
I will tell you where a small business can have

help that perhaps most people don’t realize, and I think
perhaps accounting firms should guide their people toward

this.
There are Insurance consultants.

We don’t have in

our organization people who know all these things, and it was

a long, long time before we found out we could save eight

thousand dollars a year, for example, by going to Factory
Mutuals to get better protection.

CHAIRMAN TRUEBLOOD:
MR. WARSHAW:
counting firm.

How did you find that out?

We found that out from the second ac

That is one of the things they did do.

They

didn’t have a consultant there on their staff but they called

someone in and that was very useful for us.

MR. LINOWES:

What brings a little question to my
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mind is this:

You were somewhat critical of your second ac

counting firm because you felt they were not giving you out

side services that you felt you lacked.

You did not yourself

feel it necessary to go out and employ the equivalent of an

accountant, such as you have in your engineering staff, to
give you what you needed, which was mainly a budget.

I don’t know how long Mr. O’Hara is with you

MR. WARSHAW:

Just a few months.

MR. LINOWES:

Well, why did you not four years ago

engage Mr. O’Hara to set up your budget and --

MR. WARSHAW:

We were helped by Price Waterhouse

and engaged him.
I am competent to look at an engineer, listen to

him -- or a salesman —• and form some judgment and then three

or four months later know what the man can do, but in this
field,they could.
MR. CAREY:

MR. WARSHAW:
MR. CAREY:

MR. WARSHAW:
MR. CAREY:

MR. WARSHAW:
the company since *46.

How old is the company?

Thirty-one —
Did you start it?

Oh, no, not me.

My father did.

Did it start from scratch?

I took over in 1957.

I had been with
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MR. CAREY:

I was wondering at that time, or when

ever you got this first small firm, what, if you knew — or
maybe it was your father that hired this first one?

MR. WARSHAW:

MR. CAREY:

He did.

But you seem to be very aware of the

differences, and you seem to be aware of the fact that more
service could be had.
I just got on my desk here a report on the survey

we had made by Elmo Roper on the attitude of small manufactur
ing executives toward CPA’s.
chance.

Maybe you were interviewed by

There were small samples in different parts of the

country, and one of the dominant things is that a very large
proportion of them didn’t know even that CPA’s did anything

but auditing and taxes ——

MR. WARSHAW:

A lot of CPA’s that work for small

firms do nothing but that --

MR. CAREY:

You’re right.

MR. WARSHAW: -- I suspect.
MR. CAREY:

MR. WARSHAW:

I don’t know.

You are right.
They feel that the statement at the

end of the month or at the end of the period of time and the

tax return is it.

MR. CAREY:

That’s right.
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MR. WARSHAW:

And I think a lot of small CPA’s

do that.
MR. CAREY:

But you seemed to know that there was

more to be had.

MR. WARSHAW:

Oh, sur.

I didn’t quite know how to

get it and it took a long time —MR. CAREY:

How did you get the knowledge?

MR. LINOWES:
thinks he will get.

I am not sure that he has what he

I would like to interview him a year

from now.

MR. WARSHAW:

We don’t now.

will do it for us under their guidance.

I think Charlie O’Hara

As I may have men

tioned before, they did put together a framework and push

it into our office.
outside help.

I don’t think we can do it without some

Means of accounting are getting more complex,

too, with new machinery, and we need more help from that
angle.

CHAIRMAN TRUEBLOOD:

Let me ask you if Price Water

house or their counterpart had come to you and said, "You do

need a cost system but don’t worry, we’ll be able to run it
for you and you’ll get it done,” what would you have said?

MR. WARSHAW:
said fine.

I don’t know.

I would probably have

I think that when I approached them it was with
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the point of view that they would build the framework and then
push it into one main-- - into one stream.

CHAIRMAN TRUEBLOOD:

Which is what you wanted,

and which I agree is right, but I am curious --

MR. WARSHAW:

They switched my thinking.

They said

if you want us to be your outside consultants and if you
want to do these things yourselves, under guidance — which

was not exactly what I had thought to begin with.
MR. DEVORE:

Price Waterhouse is on the right track

and the methods that they are following will be your budget,

your cost system when you get through.
I would like to ask a philosophic question on that

matter of labor relations.

Each two years your wage costs

go up, and my philosophic question is, does the very fact

that you have this fact of life with which to contend really
force you to do a better job in research development in

automation, in this sort of thing, than you might otherwise
do?

MR. WARSHAW:

It does.

I sometimes feel, and I am

not being facetious, that in a certain way I am working for
them, and to a certain extent I am, because a certain amount

of my labor is the cost of what they force us into every two
years.

After our contract is signed there is always a burst
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of thinking as to how we will automate our plants and what
changes must be made in order to pay for this.

MR. DEVORE:

I have often wondered this, and it

seemed to me that this might be a result.

Not that you want

to go into a contract negotiation and have higher wage costs

but, nevertheless, the economic facts of life really demand

that you do what you can to neutralize the impact of this.
MR. CAREY:

Are you suggesting maybe the business

makes more money because the union forces it and makes it

more efficient?

MR. DEVORE:

What I am suggesting is that in

countries where you have these boosts, and the United States
has had this for years, and the European countries are just

now getting it — in Germany wage costs have gone up maybe
ten per cent a year — in France somewhat less but neverthe

less it goes up — this thing does force us to improve our
technology.
MR. WARSHAW:

Well, we had begun several years ago

to build automatic machinery that really uses our gummed tape
and it really is automatic, too.

The fact that wages are go

ing up will stimulate the sale of our machines.

We got a letter from someone in India inquiring about
the machine, and I sent the data, but, of course, in India
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where the wages would be so darn low they would never pay for

that machine.

Not if they saved a thousand people.

But here with our tremendous wage costs, we are

forced to use it as an economy.

I think higher wages are

beneficial from that point of view.

We are forced to do

things by machine that otherwise would be uneconomical.
MR. LINOWES:

Talking about these higher costs

and the constant rise in inflation, do you think financial

statements, especially the balancing that you get, is as

meaningful as it might be to you as the head of the business?
MR. WARSHAW:

I am on weak ground.

I can’t answer that well because here

Presidents of companies are often

engineers and they are often lawyers and they are often ac

countants, and my weakness is I am an engineer and my weakest

point is the accounting side of our company.

I don’t know.

I can’t truthfully say that I can read their statement well

enough.

I don’t think that I can.

I get a good deal of benefit from it, of course,

but I can’t say that I get as much as there is.

MR. LINOWES:

Do you find yourself at the end of

the year, whenever you get a statement, scribbling little side

figures so they become more understandable?

MR. WARSHAW:

No, no.

I understand the statement.
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Generally the senior will sit down with me at the end of the

period and go over the statement with me.

I understand what

he puts there, and there is enough to satisfy my immediate
wants.

What I feel is I am not sure that I am asking enough

questions and that I understand it thoroughly enough.
MR. CAREY:

You don’t have any minority stockholders?

No.

MR. WARSHAW:
MR. CAREY;

You are not forced to put out audited

statements to anybody in particular?

MR. WARSHAW:

MR. CAREY:

No.
It is for internal use?

MR. WARSHAW:

Yes.

CHAIRMAN TRUEBLOOD:
internal protection?

Internal use, and what about

Do you regard these statements as a

matter of protection to you as owner?

MR. WARSHAW:
those terms.

Well, I hadn’t thought of them in

Of course, it tells us what we are doing.

It

tells us where, whether our efforts are being rewarded where

they should be rewarded.
have every month, you see.

It is a tool that I would like to
It tells us which way to go in

our search to diversify, which we are doing, you see, and to
seek better ways of doing the same things, perhaps.

It is one of the most useful tools there is, but I
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personally can’t make the fullest use of it.
MR. CAREY:

I have a friend who is an engineer.

He is the president of a fairly small company and he lives

where I do and plays golf at the same golf club, and he is
actually studying accounting.

table.

He’s got a book on his bedside

He says he doesn’t know enough about it.
Well, I don’t think I am going to

MR. WARSHAW:

study accounting, but I would want a course sooner or later in

how to read a statement.
MR. LINOWES:

An editor we were discussing with

yesterday said he would like to see virtually every college

in every liberal arts program have at least one course in
accounting.
MR. WARSHAW:

I think it should.

MH. LINOWES:

For what purpose, to run the business

MR. WARSHAW:

Maybe I am saying it from my own

better?

point of view.

Certainly for me it would have been invaluable.

Certainly every engineering school ought to have a course
in accounting, let me put it that way, because engineers do

get themselves involved in situations where they are out of
their depth.

MR. CAREY:

Interesting ’
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CHAIRMAN TRUEBLOOD:

And do I gather that your

engineering training did not include any financial —
MR. WARSHAW:

Not a bit!

It was right at the end

of the war and there was really chaos in the engineering
school.

MR. LINOWES: As an engineer who apparently has
given a lot of thought to machines and automation and systems,

do you think automation and data processing falls properly
within the realm of an engineer with engineering background

or an accountant with accounting background?
MR. WARSHAW:

Well, automation — I don’t see how

you can say that it belongs to either one.

MR. DEVORE:

You are thinking of automation there

in terms of factory equipment?

MR. LINOWES:

Data processing, financial figures,

operating data, cost data -MR. WARSHAW:
would be strong there.

I would say the accounting function

The automation of our own office

procedures, for example — automation in accounting is some
thing that we do not understand, we do not know — at least
I don’t, certainly — and the people in my company didn’t

until Charlie came to us.
MR. CAREY:

You have made no use of it so far?
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MR. WARSHAW:

Well, we have bought a machine,

which illustrates very clearly that we don’t know how to

handle this.

It is a very fine machine, and it is full of

electronic tubes that blink and flash, and after we got done
putting it in, there were more people around getting less

information out of it than there were before.

That is true.

(Laughter)

We understand automation when it

comes to the machine out in the factory, not to this sort of

gadget.

That is again why we need help.
This is a subject that is probably becoming more

and more complex.

Our engineering skill does not extend to

this kind of machine at all.

CHAIRMAN TRUEBLOOD:

Even though as engineers you

do, or could understand the operation of the machine.
MR. WARSHAW:

If we devoted ourselves to it, but

our skill stops at this sort of device.

I guess if we sat

down and really studied it, we would understand it and what

it could do, but all we do now is regard these machines with
awe.

(Laughter)

CHAIRMAN TRUEBLOOD:

may, Mr. Warshaw.

I want to go back a bit, if I

You made a statement incidental to some

thing else that I believe I remember.

You thought that gen

erally speaking, small business feared consultants, or was
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wary of them, and I gathered you to include engineering
consultants — all kinds of consultants.

MR. WARSHAW:

Skeptical, I would say.

CHAIRMAN TRUEBLOOD:
for this statement?

Cost?

Well, what would be the basis

Lack of understanding of your

problems?
MR. WARSHAW:

Well, I think a certain amount of it

goes back to the rugged individualism that I mentioned before.
Many of the people that I know feel that they know their own

business better than any outsider coming in who will putter

around a bit — and I am not talking about accountants here
because most people at my level do not consider accountants

as consultants,but someone who will fish around for what your

ideas are and twist them around and then present them back
to you.
Many small businessmen are rugged individualists.

They feel if there is anything that can be done, by golly,

they will do it, you see, and save the expense.
MR. CAREY:
a way.

This relates to my earlier question in

It was interesting to me that you sort of assumed that

the CPA was the source for the kind of help that you wanted.
You didn’t think of a management consultant?

MR. WARSHAW:

No.

I wouldn’t dream of going to a
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management consultant,
CHAIRMAN TRUEBLOOD:

MR. WARSHAW:

Why?

I would be skeptical about it.

I

don’t know why.

MR. CAREY:

Put "applause" down in the record!

(Laughter)

MR. DEVORE:

It seems to me that the accountant oc

cupies an enviable position, then, and if you feel the need
for outside advice in almost any area that you might think of

you might be more prone to go talk it over with your accountant,
even recognizing that he may not be in the position to give
you the help himself, but nonetheless, in counsel with you —

MR. WARSHAW:

Well, we came looking for it, you see,

begging for it, in our instance.

typical.

I don’t know if it is

You say it is unusual.

MR. LINOWES:
MR. DEVORE:

MR. LINOWES:
MR. CAREY:

MR. LINOWES:

I think so, especially small business.

What is unusual?

This seeking out.

I don’t think it is so unusual.
I mean where he would expect to re

ceive this service from another accounting firm and to go
seek it.

MR. CAREY:

I don’t think that is so unusual.

Do you?
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MR. WARSHAW:

If I had gone to a management consult

ant, I would have been criticized, either to my face or behind

my back, depending on who was doing the criticizing, from my
own office -— the fact that I went to a firm of consultants.
MR. LINOWES:

Is that because you are an engineer

and you might be admitting to not knowing, whereas in account
ing you admit you have no background in it?
MR. WARSHAW:

No.

I think that many small busi

nesses just look with skepticism on management consultants
and psychological consultants, and maybe it’s because they
never had much to do with them.

Is there anything in this thought that

MR. CAREY:

maybe you, and you say friends who are also small businessmen
sort of take the accountant for granted, don’t regard him as
a dangerous, or perhaps not dangerous but untrusty or dubious

type of consultant?

Is there a substantial knowledge that

CPA’s have a code of ethics, that they have an organized pro

fession?
MR. WARSHAW:
MR. CAREY:
MR. WARSHAW:

Oh, yes.

Yes.

Does that have something to do with it?
Very definitely.

We think in terms

of a CPA being a man who deals in more precise data than a

management consultant.
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In one of the books here the point was raised that

perhaps CPA’s ought to get into merchandising, market surveys,
etc.

My own opinion would be that you would be treading on

thin ice with a thing like that.

You are getting into areas

People like to think of their

that are not precisely defined.

accountants as dealing in precisely defined areas.

surveys are certainly not precise.

Market

They are ill-defined.

I would think you would be dealing with a booby trap.
I don’t know.

It might hurt the main function, you see.

CHAIRMAN TRUEBLOOD:

But at the same time I gather

that you would look favorably towards a CPA doing a product

line study in the sense of proper distribution of that
product line.
MR. WARSHAW:

MR. DEVORE:

Oh, yes.

Yes.

Because you are dealing with --

CHAIRMAN TRUEBLOOD:

With qualitative financial-type

data.

MR. WARSHAW:

We will accept his opinion if they are

not precise, but market surveys I would say would be a booby

trap.

I think it would have the effect of a boomerang.

MR. DEVORE:

To try to draw the limits of what we

are thinking here, what would you think of a CPA firm furnish
ing the services of a consulting psychologist to help you
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evaluate your people?
MR. WARSHAW:

MR. DEVORE:

MR. WARSHAW:

MR. DEVORE:

I wouldn’t think too much of it.
For the same reason as the marketing?
Yes.

In other words, what you are saying is

where the CPA deals with precise things, that is, the measure
ment of data, communication of data, this is all right -MR. WARSHAW:

Even if judgment — even if it is not -

in certain fields, yes, even if there is considerable exercise

of judgment in a grey area in certain fields, yes.

But I

would think you are getting off on the deep end.
This might not be a typical reaction, I don’t know.
We like to think of our accounting firm as operating in a
precise area.

precise areas.

We respect them because they do operate in
We do not respect advertising agencies as a

company, we don’t, and I think many business people don’t —

advertising agencies, people who make marketing surveys.

We

are skeptical and suspicious of them because there is a lot
of build-up and glamour and they do a lot of merchandising them

selves in order to sell you, and we don’t want to think of our
accounting firms as doing a selling job on us, which you
would have to do if you got into merchandising.

MR. CAREY:

If you were convinced that in the market
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ing area statistical tools had been developed by the account

ants that made surveys of market areas as precise as anything
else they deal with, you might change your mind?

MR. WARSHAW:

That could be.

When we discuss market

surveys here, perhaps we should have defined the terms here.

CHAIRMAN TRUEBLOOD:

Right.

You are thinking of

opinion polls, customer reaction -MR. WARSHAW:

That’s right.

shaped this way or that way.

Or should this be

If there are statistical aspects

of it that would be different.
MR. LINOWES:

I would like to pursue this further

but in one other direction since, apparently you are placing

the Certified Public Accountant on a pedestal, which I like

to see.
If the CPA were to see you trying to set prices
with a competitor, or engaging in some act that you very much

feel is entirely proper and normal in your way of business,
and if he were to exercise his own opinion, either voluntarily

or involuntarily, he doesn’t think you should be doing it as
a matter of morals, business morals, or the like, would you

respect his reaction or would you tell him to mind his own

business?
MR. WARSHAW:

Well, in our own case I wish that we
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could collude to fix prices but I guess even if the government

would permit it, we couldn’t because of market conditions.
No, we would not resent him.

It has happened.

Not

in this particular thing but in another connection that we
have gotten a comment from Price Waterhouse where there was

a somewhat similar thing.

We got into the realm of patents

and they explained our position and there was no resentment

on our part.
MR. CAREY:

This carries over into taxes, maybe.

(Off the record.)

MR. CAREY:

We are a little cloudy in our own profes

sional group here about the responsibility of the CPA group
and taxes.

As ore extreme indication, Commissioner Kaplan about

a year ago made a speech in which he said Internal Revenue
would be willing to consider a proposition wherein if the CPA

would certify the tax return, he would omit the examination of
that tax payer entirely, save some evidences of fraud, or

something like that.
Some of our people think that something in that

general direction — that is pretty extreme —- but something

in that general direction might be helpful to business as well
as to us.
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On the other hand, there are lots of people who say
that that would never work, that they prefer to have flexi

bility in this tax area; if they certify a statement for a

bank, everything has to be right on the line but they could
sign a tax return where the client got the benefit of every

doubt, and maybe everything that was not significant they
would leave it to the examiners to find out what was there.
Just as a practical businessman, would you feel
that a move in the direction of getting rid of the agent by

having the CPA take more responsibility would be eventually
beneficial or not?

MR. WARSHAW:
recently.

I understand that in England --

Something like that pertain.

MR. CAREY:
MR. WARSHAW:

things.

Well, I had heard of the concept very

Something like that.

There are two

First of all, I don’t know whether it would work in

the United States.

I think that it might not.

I think it

might lead to abuses.

Then, again, we would probably prefer to think of

our accounting firm as being on our side rather than an agent
of a tax-collecting agency of Uncle Sam.

That would be my

reaction to it.
CHAIRMAN TRUEBLOOD:

You would like the CPA to be
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working for you in areas of judgment?

That’s right.

MR. WARSHAW:

We would like you to be

on our side, to be our champion.
MR. CAREY:

Would you say you like to feel that he

would keep you out of trouble but he wouldn’t be so far on
your side that he will encourage you to do things that later
on you will get into trouble for doing?

MR. WARSHAW:

Oh, we told Price Waterhouse specifically

if they see we are doing anything wrong, whether we are aware

of it or not, that they must tell us as soon as they discover
this so we don’t get into trouble.
MR. LINOWES:

Do you have a plan for going public

in the future?
MR. WARSHAW:

We like to think that we will.

I

understand the climate is not right for it now.
MR. LINOWES:

Are any of the things you are doing

viewed toward that day?
MR. WARSHAW:

I think most of the things we do are.

MR. LINOWES:

Do you think that helpe
d you to decide

your third firm?
MR. WARSHAW:

There’s no question about it.

MR. LINOWES:

That was an Important element?

MR. WARSHAW:

Oh, yes, there’s no question about it.

148

No question about it.

We are trying to begin — we are trying

to begin a pilot operation of something that is quite differ

ent from our present production, which has larger potential
than our present line of business, and we have had considerable
help from Price Waterhouse in the thinking in this from the

financial point of view, and that also will present some

strong possibilities of going public.
As I understand, the climate is not right now, that

two years ago it was righter, but perhaps it will come back a

gain.
MR. LINOWES:

Have you had any discussions with

investment bankers which helped encourage you to make the

second change?
MR. WARSHAW:
MR. DEVORE:

No.
I would like to go back to this question

of the sphere of accountant services.

You mentioned your conviction, Mr. Warshaw, that
being a small company you were vulnerable and should diversify.

I would take it that you would look with favor upon Price
Waterhouse if they would come to you and say ”Mr. Warshaw,

as we view it, you are a small company, you are vulnerable,
hence we think you ought to diversify.”

That kind of observation on their part you would
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think proper?

MR. WARSHAW:
MR. DEVORE:

Yes.

But if they said "We think you ought to

diversify in the making of these things," that would not be
within the sphere of their operation?
MR. WARSHAW:

I don’t know.

Perhaps.

I don’t think

I can give you a straight answer.
MR. DEVORE:

You would have no objection to their

saying "Maybe you should consider this," but you don’t expect
them to come up with a specific suggestion as to diversifica

tion?

MR. WARSHAW:

I would say that if they did, it would

be only because they were to stumble on something, you see.

We, knowing our own manufacturing skills and selling skills
should be the ones to come up with this and then ask them for
their opinion, you see, of its feasibility, which we certainly

would do.

We have done it already.

MR. DEVORE:

What I was thinking of was you mentioned

marketing as being an area that they should not get into, it
might be difficult; you rejected the thought of consulting

psychologists.

So I am trying to establish whether or not the

specific suggestion as to diversification might be in the
same category.
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MR. WARSHAW:

It would be welcome if they came up

with a suggestion.

MR. DEVORE:

But only as to the idea that maybe you

ought to consider doing something like that.

MR. WARSHAW:

The details --

Frankly, I don’t see how they could

systematically come up with something like that.

stumble on to something, you see.

They could

Being a small company, our

skills run in very narrow channels.
MR. DEVORE:

MR. WARSHAW:
MR. DEVORE:

Let’s restate this.

In a bigger company, perhaps, yes.
Let me restate this.

Would you feel

that you rightly should expect from your independent account

ants that they would make an observation that you ought to
consider diversification?

MR. WARSHAW:

Oh, yes.

That would be certainly in

order.
MR. DEVORE:

But you would not feel that they

theoretically need go further than that.

They have alerted

you to a condition and you would not feel they were derelict

in their duty if they did not go beyond the suggestion of
the need for diversification as such?

MR. WARSHAW:

No.

I would not expect them to come

up with a product line for us.

If they did, well and good,
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but it would be a fluke.

I do think there are certain similarities between
large companies and small ones, and I think that it may be

well for the accounting people to study very carefully the
requirements of small companies, say of our size, and to try
and study what they could do, for example, like insurance,

which is a financial matter.

I don’t think that you ought to

have an insurance man on your staff.
have some dangers for you.

I think that again may

But I think you ought to know who

some insurance consultants are and also submit a list.
Traffic consultants.

You see, small companies don’t

have these kinds of specialists, and if they do, they are not
necessarily of the highest caliber and they might welcome

assistance.
I will give you a concrete example.

In the field

of traffic we do have a consultant, you see —
MR. DEVORE:
MR. WARSHAW:
us to this.

He pays his way, too.
He more than pays his way.

He brought

There was an article in the Wall Street Journal,

now I remember, two or three years ago, that tipped us off
to this.

We learned this the hard, painful way, and this is

an unimportant thing but it illustrates my point.

There was nobody around to tell us that this service
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exists.

We prepay freight to our customers.

In other words,

if we ship something out to Customer X in Kansas City, we pay
the freight, and freight is important.

It always is.

There

are certain published rates, and there are companies that go

over the freight bills and look for errors, freight auditors —
is that what they are called?

And I think they split the

findings.

MR. DEVORE:

MR. WARSHAW:

Fifty-fifty, yes.
Yes.

Now, this is important to us.

We don’t get a heck of a lot back, but nobody was there to
tell us that there was this service until we stumbled on it
in the Wall Street Journal.

We have even considered writing a book "How to Manage
a Small Company," and include hints of this sort.

We don’t

do it because we don’t have time.

One can do the same with the gas rates.

don’t know this.

Many people

I have spoken to presidents of companies

the size of ours and they don’t know these little things that

I think they should know, and if you had a specialist in small

businesses on your staff he could very well continue along
these lines.

For example, we do use a fair amount of industrial

gas.

You can have the meter checked every three years, and if

153

there is an error in the meter a certain amount you get a

whopping big refund, submitting this again with a consulting
firm that works these things out.
These are things we have learned painfully over the
years.

We only know it from the point of view of one industry,

our own.

If you had a specialist — big companies I am sure

have these people on their staff.

don’t know of these things.

Small companies don’t.

They

I know they don’t know of these

things, and there are dozens of other things that they don’t

know, too.

MR. DEVORE:

Does your company have much in the way

of longdistance phone bills?
MR. WARSHAW:

We sure do.

It’s about two thousand

dollars a month.

MR. DEVORE: Have you ever heard of the WATS system?

MR. WARSHAW:
MR. DEVORE:

No, but I am all ears.

This is something you might explore

with your telephone company, but it is a means of in effect
leasing a line, which the telephone company divides by areas.

They have the company divided into six areas, the sixth one
being the Pacific Coast region.

You probably have a modest

amount of business out there but you probably have a substan

tial amount of business, let’s say, in Area 1 or Area 2.

You
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can rent a line, and you can rent it either on the basis of

fifteen hours’ use a month or twenty-four hours a day, thirty-

one days a month, and the difference in cost is substantial,
arising largely because the telephone company does not have
minutia

paper work on timing your call and advising you your

call is three dollars and thirty-two cents, and so on.

It might be worth exploring.
MR. WARSHAW:

Certainly for us it would be.

What

is it?

MR. DEVORE:

WATS.

W-A-T-S.

I don’t know what the

initials stand for.

MR. WARSHAW:
from someone.

Well, this sort of advice has to come

There is no one central agency that the small

businessman deals with anyway who gives him information of

this sort.

He must deal with an attorney, he must deal with

an accounting firm.

He need not deal with anyone else.

MR. DEVORE:
old.

This WATS system is only about a year

It's a new device of the telephone company.

CHAIRMAN TRUEBLOOD:

Let me ask this question.

Do

you have the same feeling of confidence and respect in rela
tion to your legal counsel as you do --

MR. WARSHAW:

In our case, yes.

He is the kind of

fellow who calms us down when we get mad, and in general — I
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don’t know if businessmen have quite the same feeling -CHAIRMAN TRUEBLOOD:

remember what you said.

He too is a generalist, as I

He leads you to the right guy in all

areas of law.
MR. WARSHAW:

competent firm.

Yes.

It is a small firm, it is a

They have a tax man, a general man and a

trust man.
MR. CAREY:

Does their tax man work with your ac

countant?
MR. WARSHAW:

Well, yes and no.

He did not work

with our previous people because they never approached him,
and he is pretty good, too.

But we are now pulling them

together, and on questions of taxes, why, certainly, on the
new pilot operation that we are going into, we arranged a

joint meeting.
MR. CAREY:

Do you feel a lawyer has something to

contribute beyond what the CPA can give you in the tax area?
MR. WARSHAW:

I don’t know.

I do not know.

He is

well versed in the field.

MR. CAREY:

You may have heard a few years ago

there was quite a controversy —

MR. WARSHAW:
MR. CAREY:

Yes.
We were in the middle of it.

That’s why.

156

And it could start up again, although we think and hope not.

It seems fairly well settled, but nobody really seems to know

where the line is, even with all honesty and desire to be
cooperative.

There is a grey area in there that is partly

accounting and partly law, or both.

Yes, and that is why we do both, why

MR. WARSHAW:

we have both.
MR. CAREY:

trend.

I am Just wondering if that is the

You are a relatively small company, and here you are

putting them together.

In the big companies that is almost

standard operating procedure.
MR. WARSHAW:

Big accounts will handle CPA ——

I think Price Waterhouse went and

spoke to them before this meeting, but even if they had not,

I would have gotten them all together.

They knew each other.

I am sure they did.

They had met and had conversations.

They wanted to know about the corporate structure and who owned
what stocks, and so on.

CHAIRMAN TRUEBLOOD:

Okay on this?

(Affirmative response.)

CHAIRMAN TRUEBLOOD:

I want to open up another area

in which you are not directly involved but we have, as is
evident from the conversation and from your knowledge of the

field, a wide diversity of practice.

For example, you character
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ized your accountant of six years ago as being a bookkeeper.
I presume that this means maybe he even came in and made up

your statements initially —MR. WARSHAW:

Yes, he did.

CHAIRMAN TRUEBLOOD:

At least to some degree.

And

he probably did not give you an opinion on your statements?
MR. WARSHAW:

No.

CHAIRMAN TRUEBLOOD:

He did not give you an opinion

in the sense that Price Waterhouse will.
Now, clearly you have outgrown this kind of service.

It was evident six years ago, and I am sure you would not go

back to it, from what we are talking about.
MR. WARSHAW:

No.

CHAIRMAN TRUEBLOOD:

But looking at the whole, large

area of small business, many hundreds or millions of which

are smaller than yours, I am sure, would you have any idea
about the utility or the Importance of that kind of bookkeeper

technician service to the small business community?
MR. WARSHAW:

I am not sure I understand the question.

What would the utility of that sort of service be to the --

CHAIRMAN TRUEBLOOD:

Yes.

Is there a continuing

need for the kind of guy who doesn’t do anything much more
than keep your books?
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MR. WARSHAW:

Not for our size of business.

CHAIRMAN TRUEBLOOD:
MR. WARSHAW:

Well, how far down do you go?

I don’t know.

If you get a very small

organization, they might fulfill more of a need there.

I

mean, if you get down to — I don’t mean to deride the book
keeper — I mean, this is a useful function, along with every
thing else — but if you get to a very small organization,

such as a corner candy store, maybe that is enough.
know.

I don’t

He doesn’t have to worry about some of the things

that have been troubling us.

MR. CAREY:

The moral is no matter how small a busi

ness is, if it wants to grow it ought to have more than that.

It needs advice.
MR. WARSHAW:

Yes, that is right.

stand pat, we might get away with it.
would probably shrink.

If we wanted to

We can’t stand pat.

But if we didn’t have adventurous

ideas, we probably could sustain it more easily.

CHAIRMAN TRUEBLOOD:

But do you think a CPA should

be in that business?

MR. WARSHAW:

No, I don’t think so.

I certainly

would not be if I were a CPA.
MR. CAREY:

MR. LINOWES:

No.

That is absolutely right!

Do you feel you might be leaning, or

We
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expecting to lean almost too heavily on outside guidance for

functions that more properly fall in the management function

of a business?
In other words, do you think because you are progres

sive and want to grow that you tend to be dissatisfied with
what you have internally and therefore try to get these addi
tional facets of capabilities elsewhere when maybe actually

many businesses would have them internally?

Especially, let

us say, if the president of another company were an accountant,

not an engineer, or just a salesman.

A salesman I can see

feeling just as unhappy about the engineering consultant as

you are about the accounting consultant.
This is the question I am addressing myself to.

MR. WARSHAW:

Well, that could be.

Well, now, I

wonder if you could rephrase it just —-

MR. LINOWES:

Well, let me see.

MR. WARSHAW:

You got me thrown at the last.

MR. LINOWES:

I think what I am trying to say is

inasmuch as you are so strong in engineering and very competent

in engineering, you want the same competence in other special
ized areas in your organization; namely, accounting, let us

say.

Therefore, you seem to want to run to the accountant for

many things that maybe are properly within the scope of manage-
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ment itself.
MR. WARSHAW:

Well, I don’t think that we can lean

on anybody outside our firm to make any final decisions for
us.

I think final decisions have to be made, the responsibility

must be our own, and we must look for outside counsel at times
on other certain subjects and weigh it.

it as such.

We can’t ever accept

We have to weigh it and evaluate it.

MR. CAREY:

I also draw the impression that your

plan generally is to assimilate through Mr. O’Hara gradually

a lot of the things that might have formerly been done by
the outsiders.

MR. WARSHAW:

That’s right.

I don’t know if I men

tioned the fact that our previous accountants came in every

month and did the statement themselves.

always do this.

I thought accountants

I didn’t know that this is not the usual

picture, you see.

I would say that it is fairly typical for

smaller businesses that the accountant comes in and makes the

statement, and it was a surprise to me to learn that Price

Waterhouse had no such continuing extension, and they felt
that we should do this internally, which took some getting
used to.
But it is a better idea, which, I think, borders on

your question.

Their approach is to have us develop the skills
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that we need and have them be the consultants on the outside,
which, again, I didn’t realize was going to be the case.

But

once I realized it, it is a better idea.
Is it too personal a question to ask

MR. CAREY:

whether Mr. O’Hara is an alumnus of Price Waterhouse?
MR. O’HARA:

No.
Are you a Certified Public Accountant?

MR. CAREY:
MR. O’HARA:

Yes, I am.
You have worked with public accounting,

MR. CAREY:
then?

?

MR. O’HARA:

Yes.

I started with the firm of

Meehan McNichol, which is now McNichol Johnson.

Then I spent

a season with Stewart Watson, which was absorbed by

?

Are you a member of the Institute, by

MR. CAREY:

any chance?
MR. O’HARA:

Yes, I am.

I was going to get an application.

MR. CAREY:
(Laughter)

MR. DEVORE:

I was waiting for that one.

I would

like to raise another question.
CHAIRMAN

TRUEBLOOD:

I suggest we take five

minutes recess and then get back.
(A brief recess was taken.)
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MR. CAREY:

Do you have any foreign interrelation

ships or competition?
MR. WARSHAW:

Well, there is no competition abroad.

There are gummed paper manufacturers all over the world, even
in very small countries like Mexico, Venezuela, and so on

and so forth, but no one sends their products into the United
States, the reason being it is a heavy commodity for its
value and the great costs would be prohibitive.

But we do

sell a little bit of our product abroad, an intermediate

stage of our manufacture.
MR. CAREY:

The Common Market doesn’t threaten you

in any way?
MR. WARSHAW:
MR. CAREY:

No.

Do you have any licensing or patent

possibilities with countries abroad?
MR. WARSHAW:

Yes.

I was in Germany last November,

I guess it was, in reference to our machine.

you see, raises other possibilities.

The machine,

It raises the possibilities

of having parts made less expensively in foreign countries,

or the entire machine, and the possibility of licensing.

We

have had some people ask us to license them on the machine.
We had a machine over there to an exhibit and it
aroused some comment.
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CHAIRMAN TRUEBLOOD:

Is this machine for your

customer’s use or your own manufacturing equipment?

MR. WARSHAW:

No, it is for our customer’s use.

It is a machine that uses our product.

The traditional way of applying our product is by
hand and since things that are done by hand are going out the

window, we built an automatic machine to apply our product
instead of the manual.
It’s about as big as from here to there and about
a seventeen-thousand-dollar piece of equipment.

So there we

might get involved in foreign trade.
MR. LINOWES:

May I-- -

MR. WARSHAW:

We have got one machine on its way

to Poland right now, with the compliments of Uncle Sam.
had the same machine in West Berlin last December.

We

The

Commerce Department is intrigued by it and is sending it

all over.

We could have fifteen going all over the world if

we wanted to.
The government has an office in the international

affairs department and they, at their expense, send the
machine over, at their expense, too, and we go along and have

a good time.

MR. LINOWES:

I thought I would like to shift the
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subject a little.

In running your company generally, basically

in your computation of standards and objectives, is your pri

mary goal the increasing volume, increasing profits, to the
complete or partial or substantial exclusion of other social

aspects?
In other words, are you primarily gearing your

entire objective in terms of how much money the company makes

or how big it gets, or do you try to take in other factors?
MR. WARSHAW:

Ours is a balance — not always

to our best interest necessarily but it is a balance anyway.

We try now to sell the maximum dollar value in the absence
of cost data.

Once we have cost data, we might very well

pull back some of our products that are least profitable or
most likely to lose money.

If it will increase our profit,

we will pull back the manufacture and sale of the low end

of our line.

There is another factor that motivates us.

In the

high end we are the biggest factor in the United States.

This was a market that did not exist five years ago, and we
made it exist.

market.

We have a very substantial share of this

I think it is above 25 per cent, and there are thirty

competitors, so we are very proud of this industry position,
which is a factor.
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We belong to an industry association and we get our
position figures every month. The position is a very important

factor, in our judgment, sometimes to the detriment of our
profit, you see.

By holding the selling price of the product

down, we have manufacturing advantages.

We have a bigger

industry position and less profit, so it is a mixture of that.
I don’t know if I have answered your question.
MR. LINOWES:

Part of it.

The other part is this,

and I will rephrase the question:

Of course, you are in a very specialized area of
work.

But let us assume there was an area in which you could

package three loaves of bread with your gummed paper.
MR. WARSHAW:

We do.

We’ve got a machine over

at the Pepperidge Farm that does that.

MR. LINOWES:

good bread.

All right, I hit a button!

And that’s

I like it.

If you could so develop this gummed paper so that

it could be applied to this bread so that it could be trans

ported overseas in substantial quantities, but because of
the economic problems involved, your profits would not be as

great while applying your capacity, say, to shipping to China.

Would you be motived to ship to China because you know they
suffer famine after famine, or would you say no, I could make
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ten per cent more bucking competition here?
MR. WARSHAW:
of this sort before.

We have never encountered questions
This is a new one to me.

I don’t know.

Our normal business does not involve ethical questions or
questions of morality.

We have never given them any thought.

It is a hard thing for me to answer.

I do not know.

It is a complete -MR. LINOWES:

peripheral one.

Let me just touch on another, then,

Are you keenly interested, union aside — how

long have you been dealing with the union?

MR. WARSHAW:

Oh, I guess ten years.

MR. LINOWES:

You were with a firm before that time?

MR. WARSHAW:

Yes.

MR. LINOWES:

But union aside, are you happy to try

to furnish your employees with other, well, the term ”fringe

benefits” — with other fringe benefits, or do you do it only
when it is required of you?
MR. WARSHAW:

We do not think that dollars are the

only end-all and be-all of existence, if this is what you

mean,
MR. LINOWES:

That is one aspect of the question.

MR. WARSHAW:

For example, I remember hearing some

one from Price Waterhouse trying to stimulate my father into
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a conversation by remarking at the high level of taxes, and

he thought he would get a reaction of well, yes, the taxes
But he didn’t.

are too damn high.

the high level of taxes.
pretty good here.

We are not concerned at

We think that overall, things are

We would like to pay our taxes.

Dollars are not the only consideration.
think they can be.

I don’t

I don’t know if I am now coming close —-

MR. LINOWES: You are coming close, yes.

Let me use a little more specific term.

Do you

feel there is a certain amount of altruism in your management

of business?
MR. WARSHAW:
union.

Well, there is less since we have a

There is less paternalism, perhaps.

The union would

call it paternalism.

We are interested in our product.

The fact that we

make money is important, but to me personally it is more of

a barometer of our success, you see, of our endeavor.

The sale of machines, or the percentage that we have

of the industry total is very important to us, too.

Almost as

important as money, if not at times more so.
MR. LINOWES:

It’s still dollars and cents.

MR. WARSHAW:

Not really.

MR. LINOWES:

If your accounting firm were to come
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to you with an idea.

It doesn’t affect production; it is

not going to affect profits — well, it certainly might affect

profits, but they say your cafeteria is quite a mess and ”I

know you can put one in there that might cost you ten thousand

dollars."

Would you take kindly to that kind of a suggestion?
MR. WARSHAW:

Well, possibly not.

a union, you see, the situation is different.

Where you have
In the little

factory that we put up in Farmingdale to build our machines,

we very well might view it differently there than we would

in Brooklyn, where we have no union.

Where you have a union,

the benefits must really go through the union, although

there is one that is coming up now that might not.

There is an Insurance plan for people in the company,
which is relatively minor.

Where you have a union, the bene

fits really must go through the union.

I think the law re

quires that the benefits go through the union.

I don’t believe

you can increase benefits or wages without reference to the

union legally, under the Wagner Act.
CHAIRMAN TRUEBLOOD:

Given the existence of the

union and the fact that they have to go through the union,
your attitude would be to have them ask and you accede rather

than to volunteer?
MR. WARSHAW:

It would be atypical if the employer
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were to volunteer a new cafeteria in a union shop.

be atypical.

It would

It would be typical in a non-union shop.

One

feels that there is a dividing line between the two.

We would not have a company picnic, for example —

well, we might; that isn’t — we are actively considering it
in the non-union shop.

Not to keep the union away, although

that is a factor, too, but there is a different attitude.

The

unions call it paternalism, and we would like to think that

it isn’t.
MR. LINOWES:

This touches still on the same point,

although I don’t mean to belabor it, but —

CHAIRMAN TRUEBLOOD:
MR. LINOWES:

Go ahead, Dave.

—• do you feel that an important duty

of your company, to contribute substantially, let’s say, to
hospitals being built in the city, or to any other — I am

trying to get away from the union influence.

I realize that

is not desirable here for the point I am trying to get across.

Do you feel it is an obligation of your company to
take part in some of the welfare work in your community?

MR. WARSHAW:

No, and I will explain why.

There

are a large number of contributions that the company makes,
from the Boy Scouts on down, and I resent them, and I will
tell you why.

There is a particular reason why I resent them.
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The people who raise funds are very clever.

They

go to certain industrial groups — for example, our group of
customers —- and they will appoint one of these fellows, who

may be a customer of substantial size and automatically one
must donate because there is a reciprocal necessity, there

is a requirement there, and I resent it.

MR. DEVORE:
MR. WARSHAW:

MR. DEVORE:

It is coercion.

Extortion, yes!

(Laughter)

Yet this is standard practice in any

fundraising organization.
MR. WARSHAW:

That is the most effective way of

raising funds.
MR. CAREY:

I get soliciting letters — I am the

executive whom they exploit and I get letters, "Dear Jack,"
and I am scared not to send them a check.
MR. WARSHAW:

You have to, and this has conditioned

our response.

MR. CAREY:
MR. LINOWES:

That is very interesting.

Yes, but you are quite introspective.

A hypothetical situation:

If these pressures did not exist,

do you think there would be a motivating force of social good

in your management?
MR. WARSHAW:

Well, speaking completely honestly,
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there would probably be more on the part of my father than
there would be of me.

This is an honest answer.

He is more

inclined to give than I am.
Maybe he was not exposed to the

MR. LINOWES:

pressures you have been.
MR. WARSHAW:

MR. DEVORE:

Oh, yes he was, to even more.

You often find an individual such as

in Mr. Warshaw's case, who might have one view concerning the

corporation which he is charged with the responsibility for
and his personal life, and he might feel completely differently

as far as the way he personally thinks as distinguished from
the responsibilities corporate wise.

MR. WARSHAW:

Well, my father is more inclined

toward philanthropy personally and in his business life.
MR. LINOWES:

It might be his age, too.

MR. WARSHAW:

No.

MR. LINOWES:

Was he that way when he was your age?

MR. WARSHAW:

Yes.

I don’t think there is anything

typical of companies of my size that you can pin your hat on.
I would say that corporate donations are based on business

considerations.

That I am sure of.

CHAIRMAN TRUEBLOOD:

Let’s move the locale a little

bit, not a usual circumstance so much any more, but I am
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thinking actually of a particular company which was sort of
dominant in its community, came from your size, probably some

thing slightly larger, but it was really important in the
community in the sense of using the labor force, identifica

tion with the town, and actually with industry.
This is a small community out in the country.

Would this change your own notions of philanthropy?
MR. WARSHAW:

You mean if we were in such a small

community?
CHAIRMAN TRUEBLOOD;

MR. WARSHAW:

Yes.

It very well might.

This pilot opera

tion of ours could easily be located in a small Southern com
munity, where our approach would be entirely different, com
pletely different.

MR. CAREY:

Then you would consider it good business,

I imagine, to be a respected citizen of the community, and

good relations?
MR. WARSHAW:

That, too, and we would have more as

sociation with the community.
association with the community.

would.

Here in New York we have no
None.

There we probably

In Farmingdale, too, to a certain extent.

But to the

South I would have given it some thought.

Yes, it is odd I never thought of the split person-
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allty that we had, but it is true.

Down there we would

probably pursue it very, very differently.

We would of our

own accord donate to the local hospital, not Just that it
would be good for business.

MR. CAREY:

You would feel more responsibility than

you do now in this vast place where you don’t know —CHAIRMAN TRUEBLOOD:

And you get more identifica

tion.

MR. WARSHAW:

Yes.

MR. LINOWES:

In which direction do you think busi

ness is going ten years from now?

Will business get tighter

in its attitude toward philanthropy or more liberal?

MR. WARSHAW:
that.

I don’t think I am qualified to answer

I don’t know.

The philanthropy you see in the case of us up here

now is being beaten on the head for a donation in a very
clever way, which produces results.

MR. DEVORE:
MR. WARSHAW:

Which is really not philanthropy.
There are business considerations that

dictate our philanthropy.

MR. CAREY:

It is not philanthropy.

Did you make any systematic effort to

inform your employees about the business or give them informa

tion about how you are doing financially, or in any way try
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to create an atmosphere that they are part of it and that you

are trying to be helpful, or does the union spoil this too?

MR. WARSHAW:

Yes and no.

Where we have the union,

if there is something outstanding that will happen, we will
post them on that.

At the other plant, where there is no

union and ten employees, we make a very decided effort.

So

we are right now putting some of them through a training
program at the end of which time they get their name on our

shield and a diploma, and we try to build up their status by
this.

We keep them fully informed of what is going on.

the financial aspect of it.

Not

The fact that we might make or

lose money is something that I wouldn’t tell them, but we have
the glamour of our machine, which we built three years ago,

which is a little device which is being polished up and will
be put in a little glass case out there.

Is that what you mean?
MR. CAREY:

MR. WARSHAW:

MR. CAREY:
MR. WARSHAW:
until now.

All of what you say is what I mean.
But not here in the union plant.

That is quite interesting.
And I have never been aware of that

(Laughter)
MR. CAREY:

Yesterday we had some talk with this

fairly prominent educator, who said he thought hostilities or
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sense of conflict or difference of purpose between the working
force and management was completely artificial.

It was a

heritage from maybe twenty-five or fifty years ago when an

alleged exploitation of labor brought the union movement into
being, but as of now it isn’t so, that you’ve got generally

professional, intelligent management that is recognizing

long-range interest, wants cooperation with the working force,
and that on this depends the success of the business.

He said why shouldn’t this be wiped out, why can’t
something be done to identify that they really are interested

in the same thing, which is the success of the company, and
this is why I ask this question:

What kind of devices could be used to get that
feeling?

MR. WARSHAW:

You could use all the devices at your

command and still, at the expiration of that contract, you

would have exactly the same fight.

people who run the union with them.

You cannot soften the
They are intelligent,

alert, and they will interpret your action as a union-softening

approach.
MR. CAREY:

MR. WARSHAW:
employees than you do.

They are not your employees?
No, but they have more to say to your
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MR. CAREY:

I understand, but they are professionals

so their Job is to keep this conflict alive.
MR. WARSHAW:

That’s right.

They have a vested

interest in it.
CHAIRMAN TRUEBLOOD:

And I gather that you feel that

in your union plant you do not get any substantial support

from either union members or their representatives?

MR. WARSHAW:

For our point of view?

CHAIRMAN TRUEBLOOD:

MR. WARSHAW:

No.

Yes.
I am not sure I am answering

your question but if there is a point of conflict, many

employers — well, their thinking is thrown off by the fol

lowing :

If you approach any individual employee as an
individual, ten out of ten will sympathize with your point of

view to your face — and ten out of ten will vote against you

at the union meeting.
I met some people from Oxford, Mississippi, out in

Wyoming right at the height of that business, and they told
me every one of those people they approached was against the

fellow, whatever his name was ——
MR. CAREY:

MR. WARSHAW:

Meredith.

And I wondered whether that was the

177

case only to their face or behind their backs, too.
I suspect that was the same thing.

Many employers are thrown off by the fact that good
old Joe says you’re all right and that the fellows out there are

all wrong — but not when they get together.

They are a

hundred per cent against you.
I don’t think you can gloss over the division between

labor and management.

I don’t think by any devices or program,

if you don’t want to call them devices, any program that you
can lessen the divergence of interest that really holds.
Basically, there is a divergence to a specific extent.

MR. LINOWES:

Don’t you feel your employees are as

proud of the products you make as you are?

MR. WARSHAW:

good workers.

Isn’t that binding?

They are, in a sense.

They are very

This is something separate and apart.

They

have their own morality there, their own way of thinking of
things.

They will not deliberately make something wrong or

produce a bad product.

They are proud of it.

this is separate and aside.

But nevertheless,

Their thinking is split into

several ways.

CHAIRMAN TRUEBLOOD:

You know, somehow, Jack, I

wish we could get this unanimity of vote in our own Council
that comes from some reactions here.
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MR. WARSHAW:

They will fight like tigers amongst

themselves, the union will, and they will pull in a hundred
directions, until we appear on the scene, and then like that
(indicating union solidarity) against us.
MR. DEVORE:

MR. LINOWES:
MR. DEVORE:

Sounds like political parties.

Sounds like my children!

(Laughter)

Do you see any evidence that will lead

you to think that this management-labor situation will be any

better ten years from now than it is now?

Or ten years from

now do you think it will be the same thing?
MR. WARSHAW:

I think it will be different.

labor will have even more to say.

I think so.

I think

Roger Blau has

one vote, but there are five thousand votes on the other side.
MR. CAREY:
MR. WARSHAW:

Because government will move?
Yes.

Government was very slow — not

even slow but just didn’t do a darn thing about the newspaper

strike, and at one point the President did say something in
a very timid, casual fashion and Mr. George Meany immediately
made his views known that this was not the President’s affair,

and yet on the other side, at the dock strike, one senator,
who was it, Morse? laid the law down and said if you don’t ac
cept it by God we’ll make you accept it, to the shipping

people.
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My impression is that the government will move more
in the direction of labor’s side of it.

MR* LINOWES:

Well, they have been doing that right

along, yes*

CHAIRMAN TRUEBLOOD:

Let’s take another aspect of

government influence or attitudes.
You are either a part of or very close to the broad
paper industry which in recent years — well, not only in

recent years but has gone through systematic integration --

MR. WARSHAW:

Tremendous in the paper industry!

CHAIRMAN TRUEBLOOD:

And I am just wondering how you

feel about the situation as it has been and what direction

government may take.

It might even affect your particular

company quite vitally, I would think.

MR* WARSHAW:

You mean interpretations of the anti

trust laws, and so on and so forth?

CHAIRMAN TRUEBLOOD:
MR. WARSHAW:

Yes.

Well, as a small company in a big

industry, the paper industry, we are worried about integra

tions and mergers and at times we wish the government would
not permit them.

We have lost business because of them.

Big

companies tend to get bigger and small companies — well,

they can remain alive and solid and supple virtually chiefly
because of size, by power, but we can’t do that.

We must
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stay alive by our wits, which is why we must diversify and

keep on the move.
We can move more quickly than a big, integrated
company, which is perhaps why we survive.
We are worried, and I would say that other small

business people are worried by the integration in our industry.

It is growing, or it certainly is going at a pretty rapid

pace.
CHAIRMAN TRUEBLOOD:

Do you predict in any way

the government might take a pretty firm stand in the future,

more firm than they have in the past?
MR. WARSHAW:

I don’t know.

There are historical

forces that seem to work in the direction of integration, too,
and one of them is the way our inheritance laws are written,
and state taxes tend to push toward the sale of companies like
ours, for example, and there are others.

The big paper mills are becoming more and more aware
of converting operations themselves, you see.

They want to go

from the tree right down the pike right down to the customer.

MR. LINOWES:
in an industry?

Isn’t this the normal evolution of life

While this is happening in the paper industry,

we have a rising new industry.

Little baby industries, with

five and ten people, creating plastics and synthetics to re
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place many of the products that you are now making and that
the other paper companies are.
So that here we are suddenly giving birth to a lot
of small companies, many of the two or three hundred variety

like yourselves, so this is something in the normal evolution
and not anything to get too disturbed about.

MR. WARSHAW:
take Corning Fiberglass.

Well, even in the plastic industry,

They too are integrating and making

the finished products, ceiling materials, screening, and

corrugated fiberglass re-enforced materials.
Small business people are often concerned by inte

gration.

For one thing, it suddenly on many occasions is apt

to remove a good customer, just snap him up and have him dis

appear into an integrated operation.

It has hurt us, I can

tell you that.

MR. LINOWES:

Let me ask you.

society generally are ruthless.

The economics of a

Assume that a particular

product is useless and must die, and naturally, all small and

big industry that is part of it must dry up.

Do you feel this

type -- and I will call it progress in quotes because some

people might not want to call it progress — do you feel

this type of “progress” is good or is it bad because it
certainly will hurt small business?
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MR. WARSHAW:

I suppose it is interpreted from the

point of view of the observer.

If it would be one that would

help us, we would be for it, and if it would hurt us
MR. LINOWES:

It is strictly profit and gross sales

that you are concerned about?
MR. WARSHAW:

Yes.

Most small businessmen that I

know are worried about mergers and integrations and growth of

large corporations, but I think they accept it as inevitable.
MR. CAREY:

Isn’t it a fact that bigger capital in

vestment is constantly needed in your company even because of
the automation process and that is likely to push companies
like yours even into mergers?
If you had a competitor who wasn’t doing quite as

well and could not afford the machine that you can afford,
isn’t it a fact that you would swallow them?
MR. WARSHAW:

I didn’t say I thought they were wrong.

I did say I thought most business people of our size are wor

ried by them.

I don’t think it is necessarily wrong.

is nothing morally wrong.

There

As a matter of fact, in my own

opinion, political power in the United States has shifted from
the very large companies which you had in McKinley’s day to
the labor union now.
They don’t have political power now.

If they did,
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I would be worried by it.
MR. LINOWES:

But you are bothered by the labor

MR. WARSHAW:

Political power is more towards the

union.

center now, and with automation it may go more strongly towards
the center, there will be more white collar workers.

We have got on a design on paper whereby we can
make our product with fewer people in the factory than we

have got salespeople out selling it.

This will probably take

place five years from now.

MR. CAREY:
MR. WARSHAW:
we are worried by it.

Very interesting.
But as far as integration is concerned,
But we wouldn’t say that it is wrong

morally.
MR. DEVORE:
MR. CAREY:

In any event, it is inevitable.

Also inevitable, I think your remarks

lead to the conclusion, is sort of permanent unemployment

because on a bigger volume you are not increasing your work
force.

In fact, the tendency is to decrease it, and this we

discussed somewhat yesterday, the fact that there won’t be Jobs
for anybody but trained, fairly well-educated or specialized

people, maybe, in ten or fifteen years.
MR. WARSHAW:

I think the tendency is toward that.
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I don’t know in my own opinion whether it will take ten or
fifteen years or fifty years, but I would suspect it will

take a lot longer than ten years.

We are only on the very edge

of the industrial revolution, really.

The things that come

along -— the rate of growth of invention is accelerating.

It

is going up like this.
When I was a little boy, the fastest man ever flew

was a couple of hundred miles an hour.

Now we go into a Jet

and fly three or four times that ourselves.

MR. DEVORE:

We had a client that registered with the

SEC a couple of years ago and asked information as to prospectus
about what they had done in the way of patents, and over a

ten-year span this one company had a new patent issued or

applied for every two weeks, likely something for their own
product, something they were forced into because their

competitor did it.
CHAIRMAN TRUEBLOOD:

You said somewhere along the

line you belonged to a trade or industry group and that as a

minimum you get out of that your market penetration or your
share of the Industry, as it were.

Do you exchange other figures within this industry?
MR. WARSHAW:

Yes, we Just started to.

by Dun & Bradstreet, through a service of theirs.

It is done
It is only
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the beginning.

It is not refined at all because each of us

is doing different accounting methods, but we are exchanging
profit and loss information, cost of materials, cost of labor,
freight expenses, and so on and so forth.

Now, they are not identified.

We simply get a sheet

from Dun & Bradstreet every three months.
CHAIRMAN TRUEBLOOD:

MR. WARSHAW:

And you can find yourself?

We are marked out in red, and the

rest of it is industry average and by companies, and of course,
we don’t know who it is.

CHAIRMAN TRUEBLOOD:

Would you feel that this is a

field where CPA’s could interpret?

You say you don’t know

if you have comparable cost data, for example.

Would it be

helpful for you to know that some CPA was sort of looking to
see that they were comparable?

MR. WARSHAW:

It took a long hard struggle to get

just a dozen or some fourteen members to contribute this much

data.

Now we recognize that the data is not exactly equiva

lent but it is a heckuva lot better than having nothing at
all, though it will, in time, have to be refined to a common

basis.
The glue people do this and we really copied them,
the glue manufacturers.

Of course, we know them.

They started
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out by doing exactly what we are doing, and then they gradually
came to common accounting methods, at least in so far as re
porting to Dun and Bradstreet is concerned, so that the

answer is more refined and more accurate.
CHAIRMAN TRUEBLOOD:

MR. WARSHAW:

Were CPA’s involved?

I would imagine.

I don’t know.

They

would have to be, I assume.

I would like to ask a question along

MR. DEVORE:
a different line.

I would like to have your opinion as to

whether or not the thinking device which I would suggest

would be useful to you.

This concerns the possible area of

service which the CPA might give.
You undoubtedly have in your own organization a
group constituting the Executive Committee, or I don’t know how

you designate them.

Would it be any value to you, do you

think, if you sat down, say, once a year with your CPA’s,
who might be represented on their part by Mr. Nashner, or maybe
by a tax man, or some other person, and just spend half a day

or a day just plain brainstorming?
MR. WARSHAW:
MR. DEVORE:
of questions.

I would think so.
For example, you might ask all kinds

Is there any value of our exploring such and

such information for tax purposes?

What are you personally
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doing as far as state planning is concerned in your own life?
Maybe this question of diversification.

No telling what might

come out of it.

Do you think it would be useful?
MR. WARSHAW:
MR. DEVORE:
MR. WARSHAW:

I would think so.
Have you attempted it at all?

No, not formally that way, but we

sort of sat around with the manager from Price Waterhouse.
They are still too new with us to really make full use of

that sort of idea, but I would say it would be an excellent
idea.

MR. CAREY:

I suppose it is too soon for you to

know what this service is going to cost in the aggregate?

MR. WARSHAW:

Not a heckuva lot more than we were

paying before.
MR. CAREY;

Is that so?

So you don’t feel the cost

is likely to be excessive?
MR. WARSHAW:

I would have guessed.
MR. CAREY:

No, no.

It is considerably less than

Very considerably less.
Fees must be too low.

CHAIRMAN TRUEBLOOD:

We’ll have to have a get-to

gether on this.

MR. LINOWES:

Much of what you are doing in your
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firm is with a view towards going public, is that correct?

MR. WARSHAW:

No.

We are sort of playing with an

idea as far as going public is concerned.
drive on our part.

It is not a basic

If the atmosphere is right, if our profit

picture has been right, and if there are real advantages to

going public, we will, but this is not all part of a grand
scheme to go public.

I hope I didn't give that impression.

If we do go public, fine.
still do exactly what we are doing.

If we do not, we will
If there are certain

things we can do now, however, that will make going public

later on easier, perhaps even change our company name, we will

do it, and I have asked them to give me ideas.
is not of basic importance.

However, it

If we can later, we will, yes.

We would perhaps like to, perhaps there are advantages, but we

would do exactly as we are doing now if there is no opportunity
to do it.
MR. DEVORE:

I think it could be stated in another

way, and I think I know what Dave is getting at.

Would you

have made the change from your second accounting firm to your
present one even if you had ideas that you never wanted to go

public?
MR. WARSHAW:

at all.

That was not part of the thinking
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MR. CAREY:

Do you extend a lot of credit to your

customers in the form of time to pay?Do you have a lot of
accounts receivable over ninety days --

MR. WARSHAW:

I don’t think we could.

Do we,

Charlie?
MR. O’HARA:
MR. WARSHAW:

Only in special cases.
Very, very rarely.

lections are pretty good.

I think our col

What’s the average, do you remember?

Thirty-two days or thirty-six?
MR. O’HARA:

MR. WARSHAW:
MR. CAREY:
MR. WARSHAW:

MR. CAREY:

Something like that.
I can only say it sounds logical to me.

You don’t have much of bad debts?
No.

Some.

You do not use any financial data from

customers in determining whether you will grant credit and for
how long?

MR. O’HARA:
MR. CAREY:

MR. O’HARA:

We do.
Do you get statements from them?

We use Dun & Bradstreet.

We get credit

interchange.

MR. CAREY:

I suppose the individual sales aren’t

MR. O’HARA:

The standard procedure is one blank

that big.

190

reference, three trade references and then Dun & Bradstreet —MR. WARSHAW:

The largest of our customers, the one

likely to have single purchases, are large companies — Conti

nental Can, and people like this.
CHAIRMAN TRUEBLOOD:

We don’t have to worry.

This is going backwards a bit

but I have a couple of specific questions.

One of our big

problems as a profession presently and in the future is defin
ing our area of proper activity in the sense of services, and

it has been remarkable to me, many things you have said have
Just fallen into our proposed and our present definition al
most explicitly.

I mean, you knock off opinion surveys, which we have

done.

We have kind of two little rules of thumb:
First, that our areas of competence fall in almost

any area of management information system, and secondly, that
there must be a structure body of knowledge, knowledge that is
Just loose and broad.
But let me press you now on a couple of specifics.

Let us say, I don’t know what your distribution

system is, but let us say that our accountants came along with

a suggestion that you should build warehouses in Syracuse,

Elmira and Detroit, or something like that.

Would you presume

this to be a suitable observation on their part?
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MR. WARSHAW:

We

Yes, for the following reason.

prepay freight, and I would presume that they make this recom

mendation on the following basis, that they have studied it
and realize that by taking a carload and shipping it to Rochester
and then distributing it from there, we have a saving rather

than shipping small units from here to there, and that would

be perfectly logical and in order on an economic basis.
Or, if they were to tell us we ought to set up a
factory in Rochester, too -—

CHAIRMAN TRUEBLOOD:

You excluded psychological test

ing, and I agree, but let us say you were having difficulty
within the finance function, or the office function, or the

administrative area generally.

Might you call in your ac

countants -— would you think of calling in your accountants
to discuss the talents of the individual people, not the

engineers?

MR. WARSHAW:

Oh, yes, we do.

We have already.

We

are trying — in the last six years we have reorganized our

company at least once in every sphere, except in the financial
end of it, and we are doing that now with their help.

But

definitely with their help.
CHAIRMAN TRUEBLOOD:

You are a closely held company,

I gather, and youprobably do not have a really large management
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group, but at least you have somebody on top of each of the
functional specialties,

MR. WARSHAW:

Four, five or six,

CHAIRMAN TRUEBLOOD:

Would you think it appropriate

if your accountant said these guys need some incentive; let’s

work out a profit-sharing plan?
MR, WARSHAW:

That would be in order,

I think profit-

sharing plans originating from your accounting department, it
would be the right place for them to come from, or insurance,

or pensions, this sort of thing.

CHAIRMAN TRUEBLOOD:

All right.

Let us say — I

don’t know what your production line looks ——

MR. WARSHAW:
try to get information.

tion.

Of course, in all of these things, we
We are trying right now to get informa

We have to sort of dig around and get it ourselves.

Actually, I haven’t asked Price Waterhouse.
if I did, I would get good advice.

MR, DEVORE:

Maybe

I hadn’t thought to.

You would, because there are public

surveys of these things which would be useful as frames of
reference.

MR. WARSHAW:

Right now we are thinking of life

insurance policy for non-union people, and perhaps for union

people, too, but we haven’t known whom to turn to.

We had gone
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to an insurance company and sort of floundered around.
CHAIRMAN TRUEBLOOD:

All right.

I don’t know what your production line looks like,
but let us say you have a line off which things come, and they
have to go into a storage area.

How would you react if the

management on the job said this doesn’t look efficient, you

ought to use carts instead of hand power, or relocate the

warehouse, or things like that?
MR. WARSHAW:

I would listen and I would be astonished

if they came up with things that might be a real corker of an
idea.

though.
there.

(Laughter)

There are people who might not listen,

I don’t know if he would be treading on thin ice

Unless you employed someone who was a trained in

dustrial engineer and he visited a large number of clients and
then he would know.

In that connection, I can just cite my own experi

ence.

I am not an industrial engineer, but in reference to

the sale of our machinery I have gotten into a very large

number of firms and seen their manufacturing processes, and it
won’t take long before I know a good bit about materials

handling, more than the individual engineers will know, and
if you did the same with one of your people, but he would have

to be an engineer, in fact, whether he was a name or not.
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MR. DEVORE:

Can I pose a variation of that question?

Suppose your CPA came to you and said, "Mr. Warshaw,
I am not an industrial engineer and I probably don’t know

what I am talking about, but looking at this line, it sure
looks to me like you’ve got a lot of lost motion in it.

I

think you ought to have someone knowledgeable take a look at

it."
MR. WARSHAW:

I wouldn’t resent it, and I would

listen to him, but I think many people wouldn’t.
MR. DEVORE:

You wouldn’t see any difference to

that kind of approach?

MR. WARSHAW:

The fact that he is not an engineer,

you see, skilled in this art might cause a lot of people to
get their hackles up.

If, however, you had a trained engineer

on your staff and you said this fellow came along, well, you
would have to accord him some — well, even there you might

get some resentment.

But I think the fact that a man is

trained in the field makes a difference, but — I don’t know

whether I am making myself clear.
CHAIRMAN TRUEBLOOD:

Yes, you are completely clear.

Let’s say accounting firm X did in fact have an industrial
engineer because they used him from time to time in consulting
on cost system installations.

Now let me ask this as a question.
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His coming out and getting into material handling,

directly or indirectly, openly or otherwise, is sort of inci

dental, but I gather it wouldn’t bother you if he was on the
staff of the CPA?

MR. WARSHAW:

No, but you would have to make sure

he is good because you would then have a reflection on your
company.

If he were not good, you see, you would be inclined

to slip a little bit on your pedestal.

He would have to be

good.
MR. DEVORE:

You expect the same type of standards

of competence in officers —-

MR. WARSHAW:

MR. DEVORE:

Yes.
And any delusion in one would affect

the whole?

MR. WARSHAW:

You are putting it better than I did.

CHAIRMAN TRUEBLOOD:

Now, at the same time, if you

had a cost system and say material handling was an important
area of costs and the accounting firm pointed

out to you —

and, of course, if it is review and audit, or what have you —

that clearly material handling costs have jumped around from

this year to last, they are out of control, as they were -MR. WARSHAW:

This we would like to know.

CHAIRMAN TRUEBLOOD:

And from the CPA?

You would
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expect it from the CPA?

MR. WARSHAW:

Yes.

If the CPA would tell us that

our costs look out of line for the type of company, or labor

costs, or expenses, this we would like to know.
haven’t gotten that yet from Price Waterhouse.

Actually, we

Maybe we will

get it.

I sort of compare them but, then, of course, that

isn’t fair because every little business is different from

any other.

How would we compare?

We always wonder how we

would compare and we wonder if perhaps our selling expense is
too high.

I think it is, as a matter of fact.
CHAIRMAN TRUEBLOOD:

So you relate these attitudes

of inquiry to the cost of determining function and you feel
happy.

You get into the mechanical, technical, engineering

problems and then you doubt —
MR. WARSHAW:

MR. CAREY:
MR. LINOWES:

Yes.
Very good distinction.
May I pursue that with reference to

another feeling?
I gather from you, from what you say, you gave free

hand to the CPA when it came to matters of finance.

I did

not detect any reference to bankers or consulting with com

mercial banks in financial areas.

Do you feel the CPA has
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adequate competency in financial matters?
MR. WARSHAW:

Yes.

We have never consulted with our

banks, as a matter of fact.

MR. LINOWES:

You have never had any loans?

I guess

you never felt the need to have discussions.

MR. WARSHAW:

Well, we have had loane
d but they were

six or seven years ago and paid off promptly.

MR. LINOWES:

Do you have a rat
her cold relationship

with your bank?
MR. WARSHAW:

No.

MR. LINOWES:

But you never felt any interest in

consulting with the bank in financial matters?
MR. WARSHAW:

Well, I won’t say never.

I have on

very rare occasions asked them opinions as to — well, I think

the last time I spoke to them was about four or five years ago
in reference to the possibility of our moving from our present

inefficient location to a more efficient plant and the possibility
of financing such a move, and that was the last, and if the

subject came up now I might not talk to them, but I might.
do not know.

Probably both.

MR. LINOWES:

Very likely both.

But you do have a feeling of confidence

in a CPA in matters dealing with finance?

MR. CAREY:

I

If you needed money for some special
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purposes, you would probably go to Price Waterhouse.

Yes.

MR. WARSHAW:

Oh, yes, right now.

MR. LINOWES:

Let me ask another question along that

MR. WARSHAW:

We would first talk to Price Water

line.

house.

I don’t know if this is typical.

Other companies who

have established relations with the bank on a loaning basis

might do it differently, but we have first discussed it with
Price Waterhouse and asked them of the various possibilities

of implementing a plan that we have, and we have arrived at a

half-dozen possibilities, one of them being to go to our bank,

but we would first, in our case, discuss it with Price Water
house.

Someone else might go to their banks first.
CHAIRMAN TRUEBLOOD:
MR. DEVORE:

But you would go to them.

Have you any ideas on the environment

in which we are likely to operate ten years from now beyond what
you have already said?

ing more in business.

You spoke of the government interven
Do you have any other observations?

MR. WARSHAW:
MR. DEVORE:

You mean within the country or without?

From both, but I was thinking primarily

from within the country.

MR. WARSHAW:

I don’t know exactly except I feel

the government will play a larger role, or the center will play
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a larger role.
change.

I don’t know.

Things could take a very drastic

It depends on what happens outside our borders, too.
In South America, for example, if you have Communist

revolutions in half of South America, I think it will make a

tremendous change here.

It may be better -—
You think the climate in America will

MR. DEVORE:

be the same as it is now, exactly the same democracy?

Oh, yes,

MR. WARSHAW:

MR. CAREY:

I don’t think we will change.

How do you think it would affect us if

South America were to go Communist?
MR. WARSHAW:

money spent on defense.

You mean more military —-

It will put more stress on us, more

We might get involved in some

shooting down there, too. I don’t know.

I would say that it

would require, it would force us into greater controls of an
economic nature.

I would hope that they would remain economic and not
political.

CHAIRMAN TRUEBLOOD:

That is, our democracy would

move at least in some areas to something closer to totalitari

anism?

MR. WARSHAW:

In an economic sense.We have a very

strong liberal tradition of political freedom in this country

and I don’t think you can change that.
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MR. CAREY:

I think I understand what you are saying.

The more pressures there are from the outside, the more we

move toward a quasi-wartime basis, and in wartime we always
give more power to the central government.

We have a military economy now.

MR. WARSHAW:

We

are spending 15 million dollars on military hardware, and
companies have grown up that exist only on military orders and

contracts, and a lot of our well-established, older companies
exist to a very heavy extent on military orders.

We have a

It is in the hands of civilians

military government now.

but it is a military economy, I should say.

The economy is

military.

Ten years from now you might have outside the
country — again, I might be going off the deep end — ten

years from now my feeling is you will have four power blocks

whereas now you have two.

You have the Soviet Union and you

have the United States, but ten years from now you will have
the Common Market countries and you will have China, and I

don’t think that I would guess who would be allied with whom,
because you can’t predict.

Any two might be against the

other.
MR. CAREY:
MR. WARSHAW:

It might even be three and one.

And that would affect our system of
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government.

CHAIRMAN TRUEBLOOD: This fits, does it not, with
9
what Dr. Grayson said, that classical socialism and Communism,
no, but we must learn, or we will learn to adapt our situation
of a democratic republic to a competitive relationship with

whatever evolves elsewhere.
They will have to do the same for us

MR. WARSHAW:

because if they want to compete, they will have to.

Khruschev

has fifty per cent of his people on farms and we have five or
?
eight per cent. His religious program right now prevents him
from freeing his farms and doing what we are doing, but that
might not prevent him later because if he wants to carry out
his other plans, he might have to give up his idea of col

lective farms.

In Poland they have the only vital economy

behind the Iron Curtain.

In other words, success might become more important

than dogma and they may have to borrow from us just as we have

We spend 150 thousand dollars a year on oceanographic

to borrow.

research, which would have been unheard of a few years ago.

Maybe it’s because the Russians have trawlers all over the world.
MR. DEVORE:

And we have to find out what they are

finding out?
MR. WARSHAW:

That’s right.
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MR. DEVORE:

Automation is reducing the relative

number of blue collar workers.

In your shop you said maybe

five years from now you will have more staff than production

people —MR. WARSHAW:
MR. DEVORE:

That may be somewhat exaggerated.
And certainly, we know the total number

of people productive in the United States is greater than ten
years ago, but your number of union people are about the same,

so therefore, ten years from now I think it is reasonable to
assume union membership will still be a lesser part of the

whole than it is today.
Is this going to weaken the power of labor politically?
You mentioned, for example, you thought in McKinley’s era the
large corporation was a political power, today it is labor.
Is this going to be different ten years from now?

MR. WARSHAW:

I did say labor, and I don’t think I

reflected my own opinion accurately.
United States has political power.

I think the center in the

The middle class.

I be

lieve that we are only on the verge of an industrial revolution

that none of us can really foresee.
Take our own plant.

Our major product is made on one

machine and then carried to another machine, and then to
another one and then a fourth or fifth, whichever one it is,
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and there are probably just as many people carrying the product

between machines as there are operating machines.

Five years

from now we will have one line with seven people operating it.
Now we know enough so we can do it.

MR. DEVORE:
MR. WARSHAW:

You know it could be done?

We know it can be done.

It is a

question of five years and I don’t know how many hundreds of
thousands of dollars, but that will reduce the number, as I

say, of people in our plant and in order to sell that product
and handle it from the office end, probably increase the
office staff.

It probably is so that the center will be more

powerful.

In the United States you don’t have a sharp de

marcation between labor and middle class.

The working man’s

son can just as easily go to engineering school and become a

member of the middle class as not.
MR. DEVORE:

That is not so in Europe.

If in McKinley’s time the political

power was in large, big corporations and today it is in middle
class, do you think some time in the future the consumer may

be the dominant class politically?

MR. WARSHAW:
MR. DEVORE:

Consumer?

Yes, which means all motivation would

be toward lower prices to him.
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MR. WARSHAW:

curred to me.

That is a concept that has never oc

I have only thought of it in terms of the

producing end of the stick.

MR. DEVORE:

I don’t know.

There are three ends.

You’ve got

Management, Labor and Consumer of the products.

MR. WARSHAW:

I guess with the increase of the sales

tax in New York City, the answer ought to be no.

MR. LINOWES:

Isn’t that basically Socialism you

are talking about?

MR. DEVORE:

MR. CAREY:
MR. WARSHAW:

MR. DEVORE:

No.
Free enterprise in the purest form.
Is the consumer organized to do this?

Today, no, but we are talking about

might this not be a situation years ahead.

For example, in

our own government we have not always had a Department of
Labor.

What is to prevent us from having a Department of

the Consumer, or something or other?
MR. LINOWES:

MR* DEVORE:

Everybody is a consumer.
Which could make them a powerful ag

gregation then.
MR. LINOWES:
MR. DEVORE:
consumers.

But who is not a consumer?

That is my point.

All of us are
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That is the reason I say this is

MR. LINOWES:

Socialist.

How far do you carry this consumer idea?
It would require some basic realign

MR. WARSHAW:
ment.

Take the farmers.

We are consumer oriented.

We’ve

got to change our orientation to the farmers immediately be
cause what we do for the farmer is to a certain extent what

could be thought of as being contrary to price supports.
MR. DEVORE:

I would hope this would be changed any

MR. WARSHAW:

I don’t think we have a hope on that.

way.

MR. CAREY:

There has always been a dichotomy in

the ranks, there has always been a split personality in every

body — does he get more as a worker by getting bigger wages

or does he get more by keeping the price down?
There are lots of statistics coming out from NAM

which would indicate labor loses because its dollars are cheaper
and it is getting more dollars, which is not as good as it
would be had it been done some other way.

But this has al

ways been going on.
Management has much more to gain from profits rather
it does from price.

MR. DEVORE:

Is it not significant that labor has

gained in power and influence as it has organized itself?
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Fifty years ago labor was not organized.

Now, if the consumers

as a group were to get organized — and I will agree that

without organization their voice is very small — but because
they outnumber everybody else put together, being the whole,

as you say, Dave, if they ever get organized -MR. LINOWES:

But whom are they organizing against?

You have to organize against somebody.

You have to be against

somebody.
MR. DEVORE:

Well, in a sense the consumer would be

against labor and against management, in the sense that it
would be insistent on the lowest possible price per product.

MR. CAREY:

I visualize all your workers belonging

to the union and all their wives belonging to the consumers.
CHAIRMAN TRUEBLOOD:
ready.

We have seen some of this al

The small car was not the idea of the American motor

industry.

But the consumer has decided that there are times

and places for a small car and production has adjusted to a
degree.
Historically, if you put this in terms of economics

instead of organization, historically it is the producer who

has foisted upon the public what they think the public might
need.

Prospectively, the consumer is going to be faced with

abundant production
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MR. WARSHAW:

I think we are heading toward a ten-

thousand-dollar a year worker, whether he wears a blue collar

or somewhat less of a, a pale blue collar.

He might be a

more sophisticated kind of worker.
I don’t know if it will be in ten years.

We’ve got

a five-thousand-dollar-a-year worker now, and we didn’t fifteen
years ago, and when he reaches that level I think a lot of
his attitudes will change.

MR. DEVORE:

They have changed radically now.

Today you have got more stockholders

than you’ve got union members.

MR. WARSHAW:
MR. DEVORE:

Is that right?

Yes.

This is a relative recent cross

ing of the lines, as it were.

MR. CAREY:
MR. DEVORE:

And home owners.
Yes.

CHAIRMAN TRUEBLOOD:

Well, in order that we don’t

have to hurry too much on a luncheon schedule, can we kind of
wrap up here?

Jack, do you have anything further?
MR. CAREY:

No.

CHAIRMAN TRUEBLOOD:
MR. LINOWES:

Dave?

Just one short one.

Talking about

functions of the CPA and counseling in financial matters.
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how about matters dealing with aggressive expansion on your

part by way of acquisition?

company.

What if you wanted to acquire a

Would you turn to your accountant, to an investment

banker, to your business broker?

MR. WARSHAW:

I would turn to my accountant.

MR. LINOWES:

You feel that he is the man to help

MR. WARSHAW:

I can answer this quickly because --

MR. LINOWES:

It has been through your mind, no

MR. WARSHAW:

Yes.

MR. LINOWES:

You feel he is sufficiently competent?

you?

doubt?

Yet you are dealing with areas relating to marketing, financ
ing, relating to competition -MR. WARSHAW:

Well, he isn’t the only one we would

talk to but he would have to be in on it right from the word

go.

He might not be the only one — he couldn’t be the only

one, but if we were to acquire a company that has machinery of
a type that we have never seen before, making polyethylene

products, for example, we might have to call in someone who
knows this field.

have to.

Although we might not like to, we would

But the accounting firm would definitely have to be

part of this.
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You speak of the accountant almost as a

MR. DEVORE:

pilot man.
MR. WARSHAW:

Yes.

MR. CAREY (To Mr. O’Hara):

Your old firm certainly

was very active in this direction.
MR. O’HARA:
Mr. Stewart or Mr.

Yes.

?

Whenever anything came up, either

— in fact, they both kept suitcases

in the office, all packed and ready to go because they had
an awful lot of Integration.

They would look it over and

they would say this looks like you should pursue it or, from

what they found, they would say to drop it quick.
MR. WARSHAW:
we would drop it.

If the accounting firm said drop it,

If they said it looks good, we would still

make our own final judgment.

But if they said drop it, we

would do so.

MR. LINOWES:

Would you use your accounting firm as

the initiator of these things?

MR. WARSHAW:

I don’t know if they would be equipped

to initiate them.
MR. LINOWES:

Whom would you turn to to initiate them?

MR. WARSHAW:

I don’t know.

We plan on it, perhaps in five years.

We haven’t pursued this.
I don’t think we can

before four years from now anyway, but if they could initiate
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it, we would be happy to have them initiate it, keep their
eyes open and ears open for such opportunities, yes.

MR. DEVORE:

You made one statement earlier I would

like to echo and corroborate because I think it is very, it

is the way in which companies should deal with their consultants,
whether they are CPA’s or otherwise, and that is get the bene

fit of their thinking but reserve unto your
self the final deci

sion for what should be done.
This is a decision I do not think management has the

right to abdicate.

This is what we like to see in the profes

sion, and we don’t want to be in a position to have to make
decisions.
MR. WARSHAW:

Unfortunately, the president can’t duck

the responsibility.

MR. DEVORE:

On the other hand, you will occasionally

find people — and I hope it is only occasionally — who think

if they turn their problem over to an outside consultant they
have washed their hands of it.

MR. LINOWES:

It can’t be done.

Do you think that is true when it comes

to your financial statements, that it is not the responsibility

of the CPA but is the responsibility of management?
MR. WARSHAW:

You mean the accuracy of it?

MR. LINOWES:

As presented, yes.
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MR. DEVORE:

MR. LINOWES:

Authorship, you mean?
Not performance but the accuracy of

what is presented and how it is presented.

MR. WARSHAW:

I am not sure I understand,

MR. LINOWES:

He is sophisticated enough to realize

there are different accounting methods.
in his comments.

He referred to that

Therefore, how do you think, who do you feel

should be responsible for the accounting method?
MR. WARSHAW:

I would say the CPA.

I could not pass

on the merits of the accounting method.

MR. DEVORE:

I don’t think you are saying what

you mean.

MR. LINOWES:
MR. DEVORE:

There’s a good lawyer!

I think that you would turn to your

accountant in an area of this sort and say what are the
alternatives and what are the pros and cons, but I think you

would want to reserve to yourself the decision as to which

road you go down.
MR. WARSHAW:
would not be able to.

Which accounting method?

I honestly

This is my, in my particular case, it

is my weakest field and I wouldn’t know enough.

MR. DEVORE:

Well, let’s take a for instance.

Sup

pose your accountant comes to you and says you do a lot of
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research and development work --

MR. WARSHAW:

If I may interrupt.

I would say my

responsibility as far as the statement is concerned would be

this:

Upon getting the statement, I would have my own
feeling about the situation based on my experience with the

company, and if I thought the company were incorrect factually,

that there had been errors made, I would still feel that I
would, you know, I would raise the question and have it gone

over and analyzed and re-analyzed and I would probe —

In other words, the methods themselves I would not
be competent to judge on.

MR. DEVORE:

instance.

But I am sorry I Interrupted you.

That’s right, I wanted to take a for

You do research and development work.

MR. WARSHAW:
MR. DEVORE:

Yes.

Some companies charge off all research

and developmental expense as expense as they make an expendi

ture.

Some will capitalize these goods and carry them forward

as an asset.

Each procedure is acceptable for tax purposes, as

I understand it.
Now, suppose you are starting into a research program.

You have not done this before but you are going to do it.
would talk to your accountants and they would probably say

You
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well, here are two ways they can be done.
as an asset or you can write it off.

You can carry this

And in the discussion

you would probably explore the pros and cons of each way it
could be done.
You might as a prudent businessman say, "Gentlemen,

if I carry this as an asset, I don’t know whether this thing
will pan out or not.

If it doesn’t pan out, what happens?

Then I’ve got an overstatement in my assets and I have been
kidding myself.”

And so on.

Wouldn’t you go through this mental process?
MR. WARSHAW:

Yes.

We did exactly that.

And I

would want to know in that kind of situation — yes.

have, as I mentioned before, a pilot plant operation.

We

Now,

we decided to set it up in such a way that if the whole thing
washed out, it would be deducted from our — there were several

choices there, isn’t that right? —- it would be deducted from
our taxes, is that right, if lost.

There were several choices there.

There was the

possibility of setting up another company entirely —MR. DEVORE:
MR. WARSHAW:

Whose decision was it as to your choice?
Well, it was mine.

That was when our

tax attorney and Price Waterhouse got together.

But what I

thought you meant before was there are different techniques
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of engineering, for example, and you can come up with exactly
the same answers.

I thought before you meant there are dif

ferent theories of accounting — and I think there are — that

might come up with approximately the same answers.
not be competent to pass on that.

I would

If there is a Judgment

affecting us, oh, yes, this is our baby.

We must make a

final decision there.
Of course, it was an obvious one in our case.

That

was approximately the same thing, wasn’t it, where we had a

new proposed operation and how to set it up, whether to expense
it or not?

That was a concrete example of what we have done.
MR. LINOWES:

interested in?
off?

What method of depreciation are you

Are you interested in that, too?

Fast write

Straight line write-off?
MR. WARSHAW:

I don’t know.

MR. LINOWES:

Would you leave that entirely to the

accountant?
MR. WARSHAW:

I would like to know more about it.

I don’t know.

MR. CAREY:
MR. WARSHAW:

Well, it would affect your income —
I know what you mean but I don’t know

the ramifications to the answer I might give.

CHAIRMAN TRUEBLOOD:

Any more questions?
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(There were no more questions indicated.)

CHAIRMAN TRUEBLOOD:

Well, this has been very

stimulating and very, very helpful.

much.

We appreciate it very

We will continue at lunch to the extent we want to,

and we would like you to tell us somewhere along the line what

questions we haven't asked about your operation.
(Thereupon the meeting adjourned for luncheon at
twelve-thirty o’clock, to reconvene at one-forty-five o’clock.)
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FRIDAY AFTERNOON SESSION

April 4, 1963
The meeting reconvened at one-thirty o’clock,
Chairman Trueblood presiding.

Present were:
Mr. Robert M. Trueblood, Chairman
Mr. Malcolm M. Devore

Mr. David F. Linowes
Mr. John Carey
Mr. Emerson E. Mead, President, SCM Corporation
Miss Elizabeth Arliss

Mrs. Muriel Constant, Stenotypist

CHAIRMAN TRUEBLOOD:

Malcolm has probably told you

something about how we work and what we are trying to do, but

maybe I will fill in a little bit before we start.

We are about a year and a half down the road.

We

spent six or eight months on asking questions on where we

would like to be years from now, how to get there, what the
problems are going to be, and so on and so forth, and this

is, I think, the ninth day of consultations.

had our first business people.

Today we have

We have had economists, a

dean from Columbia, and so on.

We try to accomplish two things.

First, get what

ever we can from you about some of the answers to our questions.
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Second, to try to have you ask us some of the questions
we haven’t thought of, as it were.

We will go on for another cycle of nine or ten
meetings with various people — lawyers, bankers, government

people, and so on -- and then, hopefully, we will come up
with something in this fashion (indicating book) sort of
predicting or prognosticating where we want to be and how to

get there.
So, with that, if you would like to talk about

your attitudes on the thing as you see it, we will let you
take off.
MR. EMERSON E. MEAD:

Fine.

Mr. Carey asked me if I would say something about my
background.

I don’t know whether that is appropriate or not

and how much you would want to hear.

That would probably be

up to you.
I might just say that I started out in the accounting
profession back in 1933 —

CHAIRMAN TRUEBLOOD:

Oh?

I didn’t know that.
9

MR. MEAD:

I went to work with the Union Tanker

Company in Chicago as a clerk in the accounting department and

was going to go back to school that following fall, but a lot

of people thought I had a good opportunity to progress with the
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company, so I decided to go to night school.

So I went to night school and studied accounting,
business law and economics for seven years, and I decided to
leave there and start my own business, which was a photographic
studio.

I was in that for two years, and then Uncle Sam came

along and decided that my partner was going to go into service

so I decided we would get out of it and we sold the business.
9

In 1942 I went to work for the Sam Expansion Bolt

Manufacturing Company in order to learn something about manu

facturing, and I progressed from shipping clerk in that opera
tion to plant superintendant by 1945.
In 1945

I

decided if I could run that business

I could run one of my own, so I started the Mead Manufacturing

Company.

This I started from scratch, with one machine,

and built it up to a point where I had about 150 employees and

doing about a million and a half a year.
Then, in 1949, Mr. Klein Smith of Klein Smith

Laboratories asked me if I would come over and take over the
Klein Smith operation.

So I sold Mead in 1949, and at that time Klein
Smith was doing approximately 300 thousand dollars in research
and development annually, and I took that and built that from
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that small operation of roughly eighteen employees, to a twelve*

million-dollar corporation by 1956, and in 1956 Smith Corona
acquired Klein Smith operation, and the following year they
asked me to come to Syracuse and take charge of their manu

facturing operations.

That was in ’57.

In 1958 we merged with Marchand, and I then became

Vice President of Operations, with all the plants around the
world, and then in 1959 Vice President, and in i960 became

President.

So, this all happened very rapidly.
MR. CAREY:

Especially since you were a small busi

nessman of about the magnitude of our friend Mr. Warshaw on
the way to this.

MR. MEAD:

The interesting part of this whole thing

was that if anybody had told me in 1933 I would be President

of a hundred-million-dollar corporation, I would have said

they were crazy.

But I wasn’t really satisfied with the ac

counting profession.

It didn’t seem to give me the challenge

that I really wanted, and I never regret having had the back

ground, however, because I think it was essential in building
up a successful operation of my own, and making a successful

operation of Klein Smith.
Then, coupling that with self-education in engineer
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ing and manufacturing, it worked out very well.
MR. CAREY:

It is interesting, Mr. Warshaw,this

morning, is an engineer but he said he had absolutely no

competence in accounting and finance, and he keeps saying it
is his weak spot.
MR. DEVORE:

He said he thought each engineering

school should have some training in accounting.
MR. CAREY:

MR. MEAD:

Yes, he did.
I think it should be a compulsory subject

for any man going to industry.

CHAIRMAN TRUEBLOOD:

Dean Brown indicated that in

every liberal arts course, whether it be a French major or
what, there should be one course in accounting definitely
taught.
MR. DEVORE:

MR. MEAD:

And for different reasons.

Well, of course, the state of industry

in America is changing very rapidly, and with the advent of
new technology and pressures of government and additional
work loads they are pressing on us, I think anybody that is

going to be in business today better have a reasonable under

standing of the financial affairs of the company.
I know that some of our people, both in manufactur
ing and marketing, they never had a background in finance or
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accounting, business law or economics, and they have taken it
upon themselves to get what books they can and study and read

up on the various aspects of it, and it has been quite helpful,
MR, CAREY:

You will know, perhaps, that quite a few

accountants are getting up into presidential jobs these days,

MR, MEAD:

I have noticed,

As a matter of fact,

the first fellow I hired in Klein Smith is now general manager

of our general division, and it is one of our more important

divisions,
I still don’t feel SCM is a large corporation.

When

you said somebody from a large corporation — maybe a hundred-

million-dollar-a-year business used to be a large corporation
but in today’s society it is becoming down on the totem pole.
It is still in the first five hundred but people are moving
up into the multi- hundreds of millions and billions, and

sometimes you wonder how high is up and where everything is

going to stop because every year you expect a certain rate of
growth.

I think if you take our operation, Smith Corona was

doing about 36 million, Klein Smith about 12 million, Marchand
about 25 — that would total something around 73 million
dollars.

That was back in 1958.

And we have had internal

growth now from, well, last year it was 103.5 million and
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this year it will be about 120 million, and next year it will
be about 145 million.

This will just be on the inner growth

aspects.
So we will be faced with quite a number of problems
on just how big can you have this thing going.
Getting back to your subject here, "Profile of the

Profession in 1975,” I read through the whole book and there
are a few questions I could probably answer, but I am sure, as
I said at lunch, that you had better pour all of these into a
computer and see what kind of an answer you will get.

CHAIRMAN TRUEBLOOD:

I wish we could.

Do you have

one that will work that way?
MR. MEAD:

Unfortunately, no.

CHAIRMAN TRUEBLOOD:

There is something interesting

I don’t know whether you want me to read it or not, and

here.

she can just put it into the record.

It is more or less self-

explanatory, I believe, and we can then more or less touch on

some of the subject matter.

(Thereupon, Chairman Trueblood read the following:)
Profile of the Profession:
1.

Summary of Views.

Considerations not oriented to accountant’s

customers:
The considerations of the Institute as determined to
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this point appear oriented toward the interests of the
accounting profession only with little consideration

given to the wants, needs, and problems of the customers
whom they serve.

Coverages of education problems,

professional ethics, personnel procurement, and social
obligation are important but not customer oriented.

2.

Assistance against anti-business social forces:

Customers served by the public accountants could be

materially assisted in their management and profit
problems by stronger, better integrated positions of

the public accountants against such anti-business social

forces including:
(a)

Resistance to the creeping intervention of Govern

ment bodies into private business (a deterrent to Social
ism. )

(b)

Assistance to reduce high taxation of corporations

and high salaried executives through a stronger united

position regarding the tax laws.

(c)

Giving better visibility to the necessity for

profits, the benefits of profits.

Create a more favorable

public image for corporations and their management.
(d)

Assistance in the continued demands of organized

labor, particularly in fact-finding on productivity.
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3.

Assistance with international operations:

Most companies do not have locally all the special skills
needed and these could be supplied by the public ac

countants.

This would include special management services

as well as accounting services.
4.

Business acquisition opportunities:

Public accounting companies could be cognizant of

acquisition programs of their client companies and offer

appropriate candidates.

Assistance could be given in

evaluations of candidate companies.

5.

Information control:

Specialization in the use of information centers built

around data processing centers would be helpful.

6.

Company objectives and planning:

In the use of presently constituted audit programs,
depth of planning and setting objectives could be in

vestigated.

Deficiencies could be corrected by a manage

ment service activity in this field.
7.

Cost of capital:

During the audit, the use of assets and policies for fi
nancing could be investigated and commented upon.

MR. MEAD:

They are probably all questions that

have been raised before, of views that have been expressed.

225

The first one may be somewhat erroneous.

Your con

cept, or your objective may have been different than trying to
orient it toward the customer, and we didn’t feel that it was
really oriented to the customer as much as it was well, what

is this profession, and somewhere along the line you have to
orient it to the customer because the change in technology,

because of everything that is going on in this field of auto
mation, data processing, and so on and so forth, and so I do

feel that there is an area here that should be considered

as far as the ultimate customer for the service of the ac
counting profession.

CHAIRMAN TRUEBLOOD:
MR. LINOWES:
MR. MEAD:

ing firm.

You’re very right.

Who do you feel is the customer?

Well, basically any client of an account

Now, you may also say, well, is it the accountant

within a corporation.

This certainly is most helpful for a

chief accountant, comptroller, a treasurer of a company, to
know exactly what the accounting profession is or will be in

1975.

I think there is one aspect, and I didn’t say it in
here — it seems to me that the accountant is going to have to

become somewhat of an engineer as well as dealing in financial

affairs.

He is going to have to know system.

He will have to
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get to know, he will have to get into understanding all the

various data processing systems, both peripheral and central

computers; data collection equipment not only in the office
but also collection of information in the plant automatically,

from machines, and various automatic processes, and they are

going to have to have a fairly good understanding -CHAIRMAN TRUEBLOOD:

May I interrupt there?

When you

say he must become something of an engineer, do you mean one

or both of these ways?

First, that he has to know something

about the machine because that is what he is working with; it

is a tool.

But do you also go further and mean that because

of the integrated systems that will be in business, he has to

know more about the production processes than he used to?
Is that what you say?
MR. MEAD:

Yes.

He is going to have to take in the

whole scope in order to be able to get the proper reporting

and financial controls.

Just how deeply the accountant is

going to get into this, I think is questionable.

I think maybe

fortunately, or maybe unfortunately, some of these companies
are taking over the basic function of some of the accounting

profession’s functions.
Systems planning — a lot of this is being done by

companies — IBM — even ours.

We are involved in this
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planning of systems, and it would seem to me that an important

role of an accounting firm would be to recommend not any
particular type of equipment but a system that would give you
adequate control over your total operations.

CHAIRMAN TRUEBLOOD:

Well, let’s go to this company

which is, say, your customer in the sense of using your
machine and our customer in the sense of being our client,
and you have this problem of setting up a total system.

Do you conceive that it is the proper role of the
accountant, broadly educated, to do the systems design, or to
be able to do the systems design?

Or, do you think in the

direction of an engineer?

MR. MEAD:

No, I don’t think that he should actually

do the systems design.

He should be well enough equipped so

that he can work with his client in order to set up and under

stand a system and have something that they would be in a
position to recommend.
Whether or not it should be centralized control or

decentralized control; whether or not you should have trans
mission of automatic information into central computers or

whether it should be decentralized computer operations.
I think it all depends on the type of a business

that you are looking at at the time as to whether or not an
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accounting firm could have a regular package, already wellplanned, that could go in and show a company where they could
save in this paper work area if you just look at the figures,

and I mean National Industrial Conference Board figures.
There has been in the white collar class worker,

there has been a 28.4 per cent increase from 1950 to 1960, and

in the technical and professional worker, a 56.3 per cent
increase.

Just in the clerical work alone there is another

33.3.
When you look at the figures, you start thinking
what is going to happen by 1970 and 1980.

A lot of this is, of course, I think the government

pushing on to industry a job which basically is not their

function, and of course, with the additional regulations and
things of this nature imposed more and more on industry, it

creates more and more paper work, and the first thing you know
you are right up to your ears in it and it is getting out of
line.

But I do feel that somebody that takes up this pro
fession is going to have to know a good deal about the hardware

that they are going to be using.

We are getting away from

individual pieces such as the desk top calculator, or adding
machine, or bookkeeping machine.
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All of the equipment is going to be inter-related,
be able to communicate with one another, in order to eliminate

this duplication of effort that is going into any operation.
I will take our own company as an example.

Back in

1957 when I first went to Syracuse, I asked for certain fi
nancial data in order to take a look at the plant operation

and find out whether or not we had adequate control in the
factory of the cost and every facet of it.

I couldn’t find

a thing.

Now, the accounting firm — and I won’t refer to who

it was — that was in there before had been there for many,

many years.

Yet, they had never made recommendations that

there should be product statements.

You should know whether

or not you are making money on a given product.
We extend that out in the field, where we have roughly

300 branch operations.

You go into a branch and you want to

find out what kind of control they have in a branch.

There

was no control in a branch, either.
So, basically, you didn’t know whether you had in

ventory or not, whether the product was costing you more than

it should, whether you were making a profit or sustaining a

loss, and when you finally got down to it, we had to recon
struct, and we found this one operation had been losing over
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200 million dollars annually for twelve years.

It would seem to me that an accounting firm wouldn't

just go in and make an audit but they would have certain recom
mendations about getting proper controls and to assure this

company that they are operating on a profitable basis.

MR. LINOWES:

May we go back to the original question

we started and that is you are addressing yourself in what you

say — and it is an important point you make in terms of who
the CPA client is.

Do you feel the CPA has any responsibility to the
public, to the investor or to the credit granter, which is

over and above his relationship to his client?
MR. MEAD:

Yes, I think I do.

After all, if your

public corporation has management and directors who are re

sponsible to our stockholders, and if you have an auditing
firm or CPA in there, he has to sign the annual statement as

to whether or not your accounting principles have been used,
and so on and so forth, and if I test that and things are not

just so, I think he has not done his job for the stockholders
of the company.

MR. LINOWES:

Where would you place his primary re

sponsibilities?

MR. MEAD:

I think his primary responsibility is
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first of all to the management and to the board of directors

of the corporation.

Probably more to the board than it would

be to management because, after all, it does the check on

management’s activities.
MR. DEVORE:

And the board are the representatives

of the stockholders.
MR. LINOWES:

From that point of view, do you in

terpret "financial statements" to be management’s financial

statements being checked on by the accountant, or the account
ant’s financial statement?

MR. MEAD:
the question.

I don’t know whether I quite understand

After all, when you go in to make up an audit,

you make up a set of figures which are supposed to properly
reflect the same figures that a manufacturer or a client has,

and particularly it is a confirmation when you are talking
about audit, and if the confirmation is incorrect, again,
when you sign the certificate, it would seem to me that the

accounting firm had not done its job as far as the directors

and stockholders were concerned.
MR. CAREY:
your problems.

Dave, of course, is dealing with one of

The interdependent auditing function is some

thing additional.

Up until recent years, comparatively small numbers
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of firms ever thought of themselves as anything else, and now

a few will themselves enter into areas that you are properly

interested in and as management they help the profitable type
of work, but a type of schizophrenia has developed.

The

auditor still has that public responsibility that you just
mentioned, and yet, we see no reason why they can’t be inte
grated with a more constructive approach to the client’s
problems.

MR. MEAD:

I think they can be.

more than just an audit role, so to speak.

I think there is

I think that there

are services that can be rendered by the CPA inasmuch as he

also knows what is going on in many other companies, and

controls and systems, and whether or not they would be ap
plicable, they could show you other ways of saving money, and
whether or not the efficiency of a given employee is up to

either 75 or 80 per cent of standard, and things of this nature.
I think the accounting profession has to go beyond just
the normal function of being an auditor.
MR. DEVORE:

I was telling Mr. Mead, the statement

by Mr. Warshaw this morning may be of interest to you.
Mr. Warshaw said that his firm was started by his

father a number of years ago and has had three accounting
firms.

The first accounting firm was a very small one.

It
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viewed its function as being that of coming in, preparing a
statement and preparing tax returns and period.

That is as

far as it went.

This to Mr. Warshaw was unsatisfactory.

He moved to

a second firm, which he believes to be, oh, maybe twenty or
thirty people; medium-sized firm, we might call it.

This

firm thought it should go beyond the first one’s limit.

It

might, for example, say "Mr. Warshaw, you ought to have a

cash budget to work through,” or, "You ought to determine the
profitability of that plant.”

But they did not have the

competence to do anything about it.

They indicated the need

but couldn’t go further.
He then moved to the present firm, which is a

larger firm who, in Mr. Warshaw’s judgment, can not only say
you need the thing but is in a position to set up a system
for their implementation.

CHAIRMAN TRUEBLOOD:

But he carefully pointed out

"assistance” as distinguished from going and doing it, and I

gather you make the same important distinction.

MR. MEAD:

I would make the same statement.

I don’t

think in auditing an auditing firm should go in and set it up.
I think there are certain systems of inventory necessary to

do it properly.
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I know that we have revised our budget procedure

around four times in the last two years, and we are still not
satisfied with the way it is being done.

Of course, in our own organization we have got our
controller, our systems planner now, the treasurer’s function,

assistant counsel’s function — some of these things weren’t
in existence a number of years ago, but even these people

need good, sound advice and the viewpoint of people who are

pro’s in the field.

CHAIRMAN TRUEBLOOD:

So you are willing to take this

kind of external confirmation from CPA’s in any reasonable
area of competency.

MR. MEAD:

Is that the way you would define it?

Yes.

MR. LINOWES:

Would you do that in preference to

turning to a consulting engineer, or a management engineer?

MR. MEAD:

It depends on the problem.

If it is a

financial control, I certainly would not go to a consulting

engineer to have him come in and consult with us on how to
set up a budget and whether or not we have proper controls,
and whether or not we should install a certain system of data

processing, or something like that.

Personally, I am not much of a believer in hiring
consultants.

I think if you just look at the number of con-
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sultants around, many of them come in and tell you what you
already know, but they come in and putit down in black and

white, and then the book sits there and nobody ever does any
thing about it.

I have seen this happen too often.

I believe that we

have to have a certain competence in our own organization.

I

would say we could use consulting services when we need that extra

arm or hand for a given period of time, and we could get some

thing done at a much faster rate than we ordinarily could
do it internally.

CHAIRMAN TRUEBLOOD:

Or perhaps when you want to

cross-check your c
ontroller, or get information from other
industries.

MR. MEAD:

I would like a distinction made because

you are talking here about financial controllers in which
case the auditors have to come in at the end of the year and
make a check on what has transpired and what management has

done.
MR. CAREY:

So you would welcome their tentative

suggestions in that area.

You don’t want to wait until they

ask you —

MR. MEAD:

No, that is right.

If they would say

see something in an operation that looked to them as if you
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were not getting proper recording, proper reporting, or had
proper control, it would seem to me that it is a function of

the accounting firm to bring it to the attention of the chief
financial officer, and so on and so forth, and make provision
for implementation of it.

MR. DEVORE:

Let’s make this a little stronger.

I

don’t want to put words in your mouth, but I want to make sure
I understand it.

Are you saying that it is the professional obligation
of the independent accounting firm to decidedly identify it

self with the profitability of your operation, and in any
area, financial reporting area, however we define this, it is
therefore their obligation to come to you and say here are

areas that need attention?
MR. MEAD:

Yes, I think so.

I think these are services

that should be rendered when the audit is being performed.
Many times the auditors or certified public accountants will

delve into things, and they can see things that somebody sitting

there is not going to see then, maybe eventually yes.
If it can be checked maybe at an earlier date, it is
possible a higher profit margin may be attained.
MR. DEVORE:

It may come as a surprise to you, I

feel that probably most clients feel that this is not the
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auditor’s doggone business, that he ought to confine himself

to a more restricted area, and in fact to respond only to
inquiries made of him in these areas.
MR. MEAD:

I think this is like going to the doctor

and not letting him examine you.

He tells you you’re wrong

but you don’t pay any attention to him and consequently,

eventually you have real cancer.
I think the example I just mentioned before, and
this is in our own corporation, when a loss had been sustained
for that period of time in a single operation, it should be

brought to somebody’s attention, and somebody should have known
that it was happening.
MR. CAREY:

It would be like going to a doctor and

saying, "I want you to check my digestion because I’m having

a little trouble, but don’t take a blood count or check my
blood pressure,” and so on, "because I won’t pay for all that.”

CHAIRMAN TRUEBLOOD:

Another thing you brought up here,

if I can move into that direction for a little bit:
From the explanation of the growth of your company,
it is pretty clear that this has been a planned proposition.
And I was Interested, last year it was 103.5, the next year

120 and the next year 145, or whatever it was.

Knowing as our users, stockholders, you as President,
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your management team, and so on, what is happening in terms
of our product, our certification, our opinion is that we say
that this is what happened last year.

Now, in terms of your growth, your planning your
program, you are thinking down the road.

last year was last

year, and I suppose 90 per cent of your —-

MR. MEAD:

And next year had better be better!

(Laughter)

CHAIRMAN TRUEBLOOD:

Now, where do we CPA’s fit into

this?
MR. MEAD:

I don’t believe you can take over manage

ment responsibility of setting certain goals and objectives
and things of that nature as f
ar as our products, or services,

or what we are going to do with those products.
I think what you can do is to plan ahead for some of

the pitfalls we might run into on financial control.
This is where I get back to this automation of the

offices, of the proper controls.

If we go out and put on

fifty more branches, maybe we are at the top point now where
we ought to put in a certain system in order to insure proper

control within these multi-branches that we have, which we
couldn’t handle in the present system we have, and I think
there probably could be insight into things of that nature.
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Another good example at SCM is right now we are
centralizing our accounting function.

In the past, part of it

was in Syracuse, part in California and part of it down here in

New York. It just does away with duplication.
We were not completely automated.

Every time we

were using IBM equipment in one location, we were not using
Yet, we have gone on for four to six

it in another location.

years on that basis, and we were not effecting economies.

You are now planning computerized ac

MR. CAREY:
counting centrally?

MR. MEAD:

Yes.
And this is, I judge from your point on

MR. CAREY:

the second page here, this is going to be a total information
center as well as financial data processing.

MR. MEAD:

Right.

for their views on it.

We have asked Haskins & Sells

Jim Gallagher has worked very closely

with us in trying to plan what type of a system should we put
in, whether it is going to be an NCR 300, or which is it going

to be, which is going to be the most suitable and most economic

for the type of work we have to perform.
MR. CAREY:

MR. MEAD:

controller.

Will the controller head up the thing?

It will be the responsibility of the
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MR. LINOWES:

Mr. Mead, in discussing how you view

responsibility of the CPA in ferreting out the viewpoint of
the organization, you stayed pretty close to the financial

situation.

What if your CPA should come along and say it looks

like your marketing distribution is out of whack; we would like

to have the Management Services Department send their man in

and make a study of your marketing distribution.
Do you think that is within their prerogative, their
responsibility, that it is any of their business?

MR. MEAD:

Well, as to how we market, I don’t think

that this comes within the role, whereas how we control what
we are doing does come within the realm of control of the CPA.
On the other hand, if an accounting firm has a

service that they render in marketing, it would be more eco

nomical than what we have planned on our own, and if they
can cite any specific instance, I think we would be more than

happy to have them come in and make a complete survey.
In the marketing area, if there were constructive
suggestions, yes, I think we would use the service.

MR. LINOWES:

You would use the CPA service as an

adjunct and general manager, if they feel that they are competent

enough to perform these services.

a products survey, products study.

That is, not only market but
Or do you, from what I
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gather, in some areas you feel it is an offense for a firm to
come in and go beyond their audit function, and to bring to

your attention certain things.

Yet you feel in any management

area that they should have a certain tinge of responsibility.

MR. MEAD:
control.

Only within the realm of financial

I would say almost a factory cost.

If a firm is doing

a proper job, they will check out your cost system to see

whether or not it is really effective or not, and I just asked
myself the question why for so many years didn’t somebody

lick this in our own company.
So I don’t feel we were getting the services that

should have been rendered and that made it possible to know
what you were doing, what control you had over specific

product lines, and so on and so forth.
But I think when you get down to products, there is
another role that the CPA has because when you are designing
data processing equipment that you are going to fit into

integrated systems, if they have a competence in this field
I think it would be a good idea if you sit down with your CPA
and show him what your plans are, whether or not this kind of
project is something that is going to be useful, whether it

will have a useful place in an integrated system.
Many people have gone out and developed equipment
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that they thought had a role in an integrated system, but
when they got to market, there wasn’t any place for it.

MR. LINOWES:

financial controls.

You mentioned financial affairs and

Where do you place the function of the

investment banker and the commercial banker when it comes to

financial affairs?
Let us assume the auditors see that you are paying

five and three-quarters interest on a long-term debt which
can be paid and in view of marketing consequences say you
can refinance that loan, say, at four per cent.
Now, would you charge him with the responsibility to

initiate or suggest a change for the refinancing?

MR. MEAD:

I would say he should suggest it, but I

think it is management’s responsibility to see it is accomplished.
MR. DEVORE:

We asked Mr. Warshaw another question

which had to do with industrial psychologists.

Do you think

you ought to have your people have their head shrunk?

MR. MEAD:

I will give you my personal opinion.

would not advocate it personally.

I

We haven’t got people to

manage these various groups of people.

First of all, I ought

to be able to tell whether or not these people have the
competency of doing the job.

If I am not doing the job, I

should not be in the job that I am in.

We ought to find some-
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I think some of these things go just a little bit

body else.
too far —

Mr. Mead, we weren’t discussing actually

MR. DEVORE:

the merits or demerits of such interviews but trying to de

lineate the areas in which the CPA might expect to be able

to render service.
Mr. Warshaw’s feeling was a little bit different
than yours.

He has the same feeling as to CPA responsibility

in areas that are aligned to financial accounting aspects of

the operation in business.

But, for example, marketing sur

veys or industrial psychologists, he in effect said not only
would he not think of going to a CPA but he doubted the CPA
would be in business because that is not closely aligned to

financial reporting aspects.

And if he did give it to them and thought they
performed poorly, then he thought it affects their judgment
of the total services.

Do you have any reaction to that?
MR. MEAD:

I think he is right.

I don’t think that

this area is one that the accounting profession should really
try to get into.
I would say this, though.

When we are going to hire

a financial executive, we wouldn’t hire that man without having
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him interviewed by our professionals, and this is not in the

same realm as the industrial psychologist, but it is getting
close to that field.
CHAIRMAN TRUEBLOOD:

You are getting over to the

area of the CPA’s known or presumed or required competence as
required from the personnel field, you see.
I think Mr. Mead made it pretty clear,

MR. CAREY:

backing up Mr. Warshaw’s statement, that CPA’s ought to be
more aggressive than they have been in volunteering and mak
ing known their ability to give corporate and management
finance controls and related information systems, but manage

ment doesn’t expect or want them to be volunteering services
in the whole management function.

In other words, they don’t want CPA’s to be combined
with management and deal with personnel and everything else.

MR. MEAD:

That is management’s responsibility.

Well,

if we get down to the point where they start doing that, we
had belter get new managements.
MR. LINOWES:

Mr. Mead, do you feel in further ex

ploring the CPA’s responsibility, if the auditor were in your
firm making an examination and he saw something that appeared

to him as being immoral or illegal, not having anything to do

with the financial function, would you feel it is his responsi
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bility to bring it to your attention?

MR. MEAD:

I don’t think that it is his responbi

bility, but I think from the standpoint of our relationship,
I would expect him to make the point.

MR. LINOWES:

Then may I pursue that point a little

further ?

Yesterday we had an educator here who is also a
very Important business executive, and he reported in one
large company in which he was only on a committee, once a

year the audit committee would invite the president and the

vice president to leave the room when they called in their
educators for a report.
MR. MEAD:

ourselves.

Yes.

Would you subscribe to such procedure?
As a matter of fact, we do that

We have an audit committee, and the auditors meet

with the audit committee, and there is a period of time when
we as management are asked to leave the room, and the educators

make their independent report on whether or not management has
performed properly in accordance with all legal aspects of the

business, and so on and so forth.

CHAIRMAN TRUEBLOOD:

And as President you would take

the position that there would be no holds barred?

They can

ask whatever questions they want?
MR. MEAD:

That’s right, any questions they want.
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MR. DEVORE:

position of the CPA.

Well, actually this should strengthen the
This means the sphere of review by the

auditors is not limited.

In so far as the stockholders are concerned, of
course the audit committee represents the stockholders, the
review is made.

MR. CAREY:

Is this reported to the stockholders?

I should think this would be very reassuring to the stockholders.

It is very good public relations.
CHAIRMAN TRUEBLOOD:

Is it mentioned at the stock

holders meeting, or might it be?

I think a couple of years

ago the question was asked, as a matter of fact.

They wanted

to know who was on the audit committee and how they performed.
MR. CAREY:

Is anybody by the name of Gilbert one of

your stockholders?
CHAIRMAN TRUEBLOOD:

MR. CAREY:

Yes.

(Laughter)

This sort of moves into Item No. 2 of

Mr. Mead’s summary, which interests me particularly.

The role

of the accounting profession or the CPA maybe in the propaganda

warfare between the left and the right, or between the forces
of good and the forces of evil.

MR. MEAD:

The more intervention we have, the

greater government makes it more difficult to operate business,
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and it seemed to me that there are enough people in the ac
counting profession, and there are very substantial firms

involved here, and they ought to be able to bear some influence

on some of the government regulations and restrictions and

what they are doing.

MR. CAREY:

One of the principal sources of our

influence is that we are regarded as more or less important.
We have credit and impact on tax laws administration through

a committee of about sixty men, headed by Tom Graves of Haskins
& Sells, who go down there frequently and talk to these people

as well as testifying on legislation.

I don’t know that it is too much to say that probably
more of our recommendations get adopted than any other single
group, and we were with the Defense Department and a lot of
agencies rather quietly but the chairmen tell me time and

time again that the reason they don’t think there is any
particular bias is our not talking for any industry or

technical group.
I think we have been less effective that way.

I

have always been a little afraid we entered the propaganda
war and took positions that just generally tended to be
business-oriented and we lost part of the power to be effective

in the way that business would like.
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Would you agree with that?
MR. MEAD:

I would agree with that.

I believe

independence in itself is a thing that is more reassuring to

the people you are talking with in Washington that maybe
these things do require attention, and maybe there is some
logic to not imposing this regulation, this restriction, and

so on and so forth, on industry.
MR. CAREY:

to pursue.

Then there is another point I would like

I am glad for that answer, but in improving the

image of these corporations, I have spent about fifteen years

here worrying about the aims of the CPA, and we tried various ways
of trying to do something with that, and I think we have made

probably all the possible errors through trial and error
procedure.

We have pretty much come to the conclusion that the

only way to improve the image of CPA’s is to show how to show
their own CPA image and not go out and try to market an image
from here, so it seemed to us the best thing we could do would

be to try to investigate them from this peculiar viewpoint of
financial materials, related materials, how to improve their

own image, and one way I think would be to make more voluntary

disclosures.
I think confidence is in direct proportion to the
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amount of information available, and the absence of imagina
tion allows people to use their own.

I just wonder how you would react to a suggestion
that all sorts of data, so far as they are not competitively

damaging, and I don’t know how far this would go, may be in
cluded in some statistical supplements in the annual report

for those who might be interested.

For example, what are you doing about training

managerial personnel to succeed as the years go by?

you doing about such development?

What are

How are the profits rein

vested, and with what general results?
I don’t know, you can think of more of this.

MR. MEAD:

Certainly I have no objection to informa

We include what our research and develop

tion of such nature.

ment expenditures have been.

We do not say what precise projects

we are working on because that would be excessive information.
We do not break down, for example, the volume by prod
uct line because that would throw up the flag to our competi

tor as to how well you are doing in this particular field and

how poorly in another field.
Do you disclose results by division?

MR. CAREY:

MR. MEAD:

No.

specific publications.

We have told them, however, in

For instance, our DP Operation we
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expect to have to continue to invest money in this without
return, or, say, in another two-year period, and we don’t tell
them the magnitude of it but, on the other hand, they are aware

of the fact that this is not a profitable operation, that we
are planning for the future, and if we weren’t doing this, it
is like walking along to the edge of a cliff, and all of a

sudden you don’t have a basis.

CHAIRMAN TRUEBLOOD:

This disclosure business is

evolutionary, and how far we will ultimately go is awfully

hard to tell, but I think I am correct, Malcolm, am I not,

in that the vast proportion of companies at the time of the
Security Act,would be 233, 234, whatever they were, made no

disclosure of sales.

MR. DEVORE:

Quite common.

CHAIRMAN TRUEBLOOD:

And this was only twenty years

ago, and now we are talking, and you are getting questions at

your key meetings about some of the divisional results, divi
sional sales, and so on and so forth.

I don’t know.

So ten years from now,

Maybe you will have to --

MR. DEVORE:

It may come to the point where we will

have to report division by division.
MR. CAREY:

This is part of the public relations thing.

If business generally waits until the SEC decides it has got to
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be done, and everybody does it then under image compulsion.

You get no credit.
MR. DEVORE:

MR. CAREY:

Another regulation.
Yes.

Is there any way in which maybe

these things can be studied on their merit and maybe these

leadership companies voluntarily take the step?
MR. MEAD:

I would think an annual report should try

to properly reflect anything that is going on with any company,

to the point where you do not divulge information that is
going to hurt the company in the competitive sense.

MR. DEVORE: I don’t see any change in this ten
years from now.

CHAIRMAN TRUEBLOOD:

Except the definition of "damage

as competitive" may be different.
MR. CAREY:

I heard in a speech that there were

provisions in the early regulations that different companies
that thought they could be hurt by disclosure of sales competi

tively, that there could be exemptions, and they got about 200
requests for exemptions out of about two thousand companies
reflected.
MR. DEVORE:

MR. MEAD:

MR. DEVORE:

You still have the provision.

You mean they actually can be exempt?
There is provision in the SEC law that
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if a man believes that any bit of information is confidential
and damaging, he can ask it be held confidential, which means
filed with the SEC and not be made public.

CHAIRMAN TRUEBLOOD:

Yes, and the SEC may agree or disagree.

MR. DEVORE:
MR. MEAD:

Depending upon their findings.
But the right is still there.

MR. DEVORE:

MR. CAREY:

And this is in almost any area.

There is quite a little publicity about

this question of comparability in reporting.

You may handle

your pension costs in one way, your competitor another way.
One looks as though it is making more money one year and some

of the financial writers, mostly Journal people, have talked

about more uniformity quote in accounting principles.

Would you have any objection or feeling of being
deprived of a natural management right if the Institute,

through its accounting principles board, gradually issued
pronouncements, so to speak, that in a given industry it ought

to be handled a certain
similar?

way, assuming circumstances were

For example, research and development expenses, pre

suming they were in the same nature, ought to be treated in

the same way, although it may immediately adversely affect
your net income in a year or two.

Would you mind?
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I do not think there would be any real

MR. MEAD:

objection to it, with the exception of possibly we are coming

into some new breakthroughs that of course a lot of companies

will capitalize on research and development.
one that will expense it.

We happen to be

On the other hand, we happen to have

a project going which is a real breakthrough, where we might
possibly capitalize it, if it is permissable under the In

ternal Revenue law for a period of time.
Well, in my book personally that would be

MR. CAREY:

a change in circumstances that would justify a difference in

treatment.
MR. MEAD:

I think we have certain exceptions and

things like that, and if you make those exceptions, and so on,

I wouldn’t see it as a problem.
MR. LINOWES:

ferent subject.

May I shift to a little bit of a dif

In your company, in your position, where you

are the largest as compared to the gentleman this morning, where
the family owned all the stock, where it has management without

real ownership control — let me put it in the positive sense:
What do you feel is the important motivating in

centives in the way your manage your business?
Is it employment?

Is it gross volume?

Do you classify it as any ——

Is it profits?

Is it social welfare?
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MR. MEAD:

Are you asking the question as an indi

vidual rather than —MR. LINOWES:

As the managing head of your big

company.
MR. MEAD:

Well, I think the first thing is when you

are running a business, you are running it for a profit, and if
the company is profitable, the individuals themselves will

profit by it.
There is a certain satisfaction also in being able

to run a company efficiently, profitably, modernly, with all
the new concepts, and so on and so forth.

I think that there has to be a profit motivation,

there has to be an incentive for somebody to really want to
do something.

With some of us it is built in.

In my own

personal case, I have never asked for a raise in my life.

There was always an objective, something that had to be done,
something I wanted to get done, and compensation has taken care

of itself, and I think that this is true if you have got some

body who is a dedicated individual, and this is where you find

your management.
If you do not have people who are dedicated to doing
something, you had better get rid of them and find somebody

that is.
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Projecting this ten years from now, do

MR. LINOWES:

you think the direction is to intensify profit consciousness if

it can be intensified any more, or for a leaning towards trying

to increase the good to the public and/or employees?
MR. MEAD:
are referring to --

When you are referring to public now you
?

Society.

MR. LINOWES:

MR. MEAD:

Society itself?

Yes.

MR. LINOWES:
MR. MEAD:

I don’t think we can ever lose sight of

the profit motivation.

I think that when it gets to the point

where a company is not profitable, changes have to be made in

order to assure the fact that there is a profit,

I think our company is a good case.
writer business.

Take the type

It is generally known as a real rat race

competitive business.

Yet, we have been able to take this now

and turn it around from where it was headed, which was on a
downhill slope, and a pretty vast one, in a matter of two and

a half years, and we did it by new methods of production, new
products, redesign of old products, bringing them up to date,
spending the appropriate amount of money in research engineering

that had never been done before; instituting all types of

production efficiencies.

256

Now, there will come a point — I don’t know what
year it is going to be — where we probably cannot operate

profitably in the United States any more, and we are going to

have to start looking where are we going to move it, here or

there, or what are we going to do, where are we going to do
something with it.
If weever lose sight of the profit motive, I don’t
see any sense in being in business.

MR. CAREY:

You mean you might take this whole

company and move to Italy?
MR. MEAD:

MR. CAREY:

It is possible.

When you say "profit,” are you after

profit per se, because you want to count the dollars as a

measure of accomplishment each year, or is it because you are
dedicated to an economy and the only way to have a strong

economy is to have a strong company who is constantly flowing

back its earnings as a means of improving itself?
Now, is it possible, or is it ever done, is this

distinction ever made in your interpretation of managing your

business?
MR. MEAD:
MR. CAREY:

I don’t quite understand the question.
Is the impelling motive merely the bottom

line in order to try to show a better result than a previous
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year?

Or is there also something in back of the mind that

drives you to want to have a very efficient organization for
posterity and for the good of the country and for the economy?
MR. MEAD:

Well, I think that figure down at the

bottom is the major motivating factor.

And yet, I think on

the other hand we try to create an image in the public’s eye

as being a top-rate company of efficient operation of service
to industry and to business in general.

There are many things we do

within our company that

we probably don’t make a cent on; maybe some things we lose
on in order to perform a service.

But it is in relation to

fitting the other business sometimes, which is the profitable
business.

Now, the profit may be so much on one item that we

couldn’t get it if we didn’t lose so much on the other item,
so I think it is a matter of judgment on the part of manage

ment.
CHAIRMAN TRUEBLOOD:

But I would gather from some of

the comments made that your profit expectations are in terms of
the cycle, not in terms of the moment.

That is, you would

penalize yourself ten cents a share this year if you could

save a dollar a share next year, or two hears or three years.

MR. MEAD:

Very definitely!

We are doing this at
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the very present time.

MR. LINOWES:

But extending that, you would not hesi

tate to move your plant to Africa, let us say, if that is what

you had to do to maintain your profit, even though you might

disrupt the economy of the United States?
MR. MEAD:

problem.

If I were an IBM, that would be a real

But in order to ensure the stockholders a return

on their investment, I think it is management’s responsibility

to build their equipment efficiently, and when you can no
longer do it efficiently here, then you move it.

I think we are probably one of the very few companies,

as I mentioned at luncheon today — we made the decision when
we got out of Syracuse (1) we could get out of the business

altogether because it was losing money; (2) we could move it
overseas to a foreign country where labor rates were such that

we could produce the product and make aprofit; or (3) we could
relocate it in the United States in a more efficient area and

also at a lower labor rate.
We chose the latter, and it has proven to be success

ful.

We are moving our plant from Oakland, California, to

Orangeburg, South Carolina.
Oakland.

This affected 1200 people in

Now, it is a tough decision to make when a company

has been in existence for over fifty years in a given location
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and you have to pick this whole operation up and move it to X

location, but the people did it to themselves.

They just let

the thing get out of hand, both from a community standpoint

and labor standpoint, and maybe five years from now Orange

burg, South Carolina, may be just as bad as Oakland, Cali
fornia, which means either getting out of the business or
moving it to some place else in order to make a profit.
MR. DEVORE:

This is of interest because, as you

probably know, there has been a good deal of discussion as to
whether or not the objective of the corporation is wealth or max
imization or social.

Do you have a social responsibility that

you try to carry out?
MR. MEAD:

I think we have a social responsibility

to any given area where we are in operation.

Going back to

Syracuse, we had a social responsibility right there.

company had been there for over sixty years.

The

We offered every

employee a job in the new location at the new rate, and if

they did not want to take it we sat down with each one of
them individually and got them placed in another job somewhere

else.
In certain cases we showed them that they were better
off to retire and take maybe early retirement in two or three

years, plus their Social Security, and not have to worry about
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going to work at all.

So we did, and we will always, in any given area,
meet our social obligations as far as possible.

CHAIRMAN TRUEBLOOD:

Within reasonable economic

constraint.
MR. LINOWES:

Would you feel they were social rela

tions or good labor relations?
MR. MEAD:

tions.
social.

Social relations as well as labor rela

When you disrupt a community, I think this becomes

Of course, then, when you get back to the other

aspect, it makes for good labor relations to show your em

ployees that you are concerned about their welfare, because,
after all, what is important in any company is basically people.
You have the best product in the world and you don't
have a good sales force to sell it, there is no advantage.

CHAIRMAN TRUEBLOOD:

Here comes government interven

tion again.

If a hundred SCMs moved to Africa, or if all industry
decides to move to Deliria, somewhere along the line up is
going to come government again, I suppose, with restrictive
maneuvers.

MR. MEAD:

Well, I believe Government has a certain

responsibility in this area.

As I mentioned before, I am not
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a believer in real high tariffs, but on the other hand, when you

know you have got a product being imported from a country
where the labor cost is one-quarter and the labor content is

65 per cent of the total cost, something has to be done.
If the Government has any interest in this country
retaining that industry, they are going to have to do something
about setting up certain controls in order to prevent all of

these jobs from being exported into foreign countries.
MR. DEVORE:

I got the impression from our discussion

with Dr. Solomon, his feeling by and large was not anti-social

in any respect.

It is just that there had to be a single

motivating force, and that in business this had to be wealth

maximization because otherwise you have no business, and if

you have no business you have no country.

The Government’s

concern is to think of what you would do if a hundred SCM’s

moved to Libya, but it is business enterprise’s responsibility
to make sure it generates a profit.

MR. CAREY:

Business operates as it always has within

certain constraints that Government imposes on it.

Within

those constraints, the purpose is to maximize wealth.

If

society’s constraint says it has to be -—

MR. LINOWES:

Yes, but business is people, and in

your company is Mr. Mead, President of the company.

Now, what
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is your motivating drive?

What is your motivating drive in

directing this company, if that is not too personal a question?
MR. MEAD:

Well, I think I tried to answer it before

in stating that compensation alone has not been a motivating

factor.

I have a good feeling for people and I like to take

on a given job and see that it is done efficiently, and it is

successful, and maybe this gets down to a little personal
pride, to be able to take something and work with it and make
sure that it is going to be a successful operation.

MR. LINOWES:

In line with your working with people,

I would like to ask you the same question I asked Mr. Warshaw

this morning.

If your CPA firm were to come along and take a

look at your cafeteria and say your cafeteria is awful, why don’t

you put in a new one for ten thousand dollars — it won’t have

any effect on morale or anything else — what do you think,
would you do it?
MR. MEAD:

Well, I think if I ever let the cafeteria

get to the point where the auditor has to say you had better

spend ten thousand dollars and put in a new one, I shouldn’t be
there to begin with!

On the other hand, if something were amiss in the

cafeteria, where things didn’t seem to be going properly, and
so on and so forth, and Jim Gallagher had to eat out there and
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was griping about the food, I certainly would take action and

make sure we had the proper facilities and proper food for
the people.

Can we move from the social responsibility

MR. CAREY:
thing?

(Affirmative response.)

I would like to ask a question.

MR. CAREY:

It is

kind of embarrassing because Mr. Defore is sitting here, but
it affects me -—

CHAIRMAN TRUEBLOOD:

I bet it’s the same question

I’ve been working up toward.
MR. DEVORE:

Shall I be like Mr. Mead and the Chairman

of the Board and leave the room?

In your feeling about accounting firms,

MR. CAREY:

is it the firm and its name that gives you confidence, or is
there any substantial feeling that it is part of an organized
profession, with ethical standards, with responsibilities to

the profession itself?

Is there in the back of the corporate

president’s mind, generally, would you guess, any feeling of

that sort?

Or do they just say this is a responsible firm, we

know the firm, we know the name, and so on and so forth?
MR. MEAD:

I think that first of all, when you are

selecting a firm, it is usually selected by the board of di
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rectors, and the board of directors certainly want to know

the capabilities, and whether or not the firm has had a
They

good reputation, and is well qualified to do the job.

also look at people within the organization, and if they feel

in their judgment that these people are capable and would
have their respect, I think this is all.
MR. CAREY:

You don’t really think the fact that

we are organized, or that they are CPA’s, or that there is a
code of ethics that they are bound to observe really enters —

MR. MEAD:
MR. CAREY:

Into the decision?

I don’t think so.

They would be just as well off if they

were independent firms?

MR. MEAD:

Sure!

CHAIRMAN TRUEBLOOD:

Let me extend this a little bit.

This is a matter of much conc
ern to me and some embarrassment
to the profession, I think.

In our struggle on the principles problem

which

you mentioned before, I am sure you are aware of the publicity

that is going on. Many people among our clientele have said
to us that this looks like a crazy thing.
posed to be a profession.

same things.

I mean, you are sup

You are supposed to be doing the

You are supposed to get the same results.

now publicly, in the newspapers, you are disagreeing over

And
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trivial matters.
Let me ask you this question:

How much do you feel

that has hurts us as a group of firms, or as an Institute?
I don’t care which.
MR. MEAD:

I don’t think it has hurt you at all.

Basically, I don’t think very many people pay an awful lot of

attention to it, to tell you the truth.

degree it might be somewhat healthful.

I think to a certain
It shows that there

is some disagreement and accounting isn’t such a fixed science

that is going to go on and on and on forever.
MR. CAREY:
thinking.

I would say it shows that people are

Somebody is thinking or there wouldn’t be dis

agreement.

MR. MEAD:

If you tried to follow the initial pro

cedures that initially came out of England, we would be in

fine shape in this country today!

CHAIRMAN TRUEBLOOD:
further.

Let me extend this one step

If the disagreement were extended to substantial

areas, so that SEC had to step in and say that this is the way

it has to be, boys.
MR. MEAD:

How would business act toward us then?
Then I think there would be concern.

So long as they are trivial matters, maybe not in your business

but in the eyes of the general public, that’s one thing.

But
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if you get SEC or any department of the government down on a
profession, I think then we would be in very serious condition
in this country and I think you would have an economic upheaval

for a period of time.
MR. CAREY:

Somewhat along the lines of reasoning

about your creeping intervention in business areas.

MR. DEVORE:
now.

I am going to climb up on the soap box

I think the accounting profession would be ill-advised

if it permits itself to get into that position.
The SEC at least from its inception has been very

cooperative with the boys in the accounting business in all
its areas, and when you have got people, they ought to be
able to come up with views that would preclude these adverse

affects that would come with intervention.
I also firmly believe that we in the accounting

profession cannot rule by fiat.
sent of the people whom we rule.

I think we rule with the con
As we affect the business

community, I think it is Incumbent upon us, and equally in
cumbent upon the business community, to work together to find

answers to these problems.
MR. MEAD:

I think if we get reasonable people to

gether, there is always a way to solve the problem.

MR. CAREY:

The moral, I think, here is that the
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business community, as represented by top management, not

necessarily just branch executives, maybe ought to take a
more active part in the debate, not in technical terms but
philosophical terms, and maybe work a little more closely with

us in this area than it has in the past, because it is really
broad policy here and not technique that is being talked

about.

We ought to make an effort to get company presidents
in some way and through some channel to discuss this problem

because it might result in a football thing being created,
and so on.

MR. MEAD:

I would think any time you have something

of this nature come up it would certainly be wise to discuss
it with as many top executives as possible in order to get a
feeling for a solid front.

MR. DEVORE:

I would go even further and say busi

ness has a responsibility to itself to make its views known.
MR. CAREY: But it may not appreciate it and it may

not care too much unless it sees the problem.

MR. MEAD:

I know I was chairman of Beamer for a

year and it was darn difficult to get say fifty-five different
companies in the business equipment manufacturing group to
agree upon any issue that they would want to take into Washing
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ton.

One would agree, the other would disagree, and conse

quently you could never take anything in there and push it

through.
MR. CAREY:
has thirteen members.

Mr. Warshaw says his trade association

It just dissolved and reorganized itself

and went back into business.

MR. DEVORE:

Actually, the difference between

Washington and the accounting profession is Washington makes

laws which are binding, which bind business, and the account

ing profession binds business so business ought to have these
rules --

CHAIRMAN TRUEBLOOD:

That’s what I thought, Mal

colm!
MR. CAREY:
MR. MEAD:

Hear, hear, boys!

(Laughter)

Your association certainly, when you

look at some of the legislation that they attempt to put in

and try to work through which are going into tax laws and
these other things, I think a real effort has got to be made

in order to have a little more favorable reaction to business.
It is becoming so stifled by all these regulations

that you can’t move without putting it down on a bit of paper
and shuffling it in your pocket.

If there is some good that

comes out of this New York expense reporting, on the other
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hand it is hurting a lot of other businesses.

CHAIRMAN TRUEBLOOD:

But you would agree with Jack’s

observation that to the extent we can be influential it is
better to be influential behind the scenes rather than on the

soap box?
MR. MEAD:
MR. CAREY:

area, I think.

I would say so.

We are really influential in the tax

We have been extremely influential in the

SEC area; most influential, of course.

We have not found a

foothold to get into the anti-trust area, for example.

It

doesn’t seem to be too related to our business.

MR. MEAD:

I think there will come a day when --

MR. CAREY:

I understand from my friends -—

MR. MEAD:

—you are.

MR. CAREY:

---that their firms are in anti-trust

business for their families and in data gathering and interpreta

tion.
MR. DEVORE:

questioning, if we may.

I would like to switch the line of
Industrial peace is certainly an

important factor in our whole economy.

Business has been faced

for years with pressure by labor for wage increases, which did

not always bear a reasonable relationship to increased activity.
This poses obvious problems with respect to our
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ability to compete in the world market.

This poses correspond

ing problems in our gold status, balancing trade, and so on

and so forth.
I get the impression that when management approaches

labor in many cases in connection with bargaining — I rather
gathered your experience is the same as Mr. Warshaw’s in this
regard — that it becomes a bargaining session.

Labor bargains

to get as much as it can without reference to productivity,

and that management resists, so you have antithetical forces
working against each other.

It seems to me that this is not a healthy situation.

Do you anticipate that there will be any improvement in this

in the next decade or so?
MR. MEAD:

I can agree with you it isn’t a healthy

situation, and I personally don’t see any real basic improve
ment in it.
MR. DEVORE:
MR. MEAD:

Do you think it will get worse?
I would think that it will probably get

worse in the next few years.

MR. DEVORE:
MR. MEAD:

Mr. Warshaw had the same feeling.

I think that these unions keep driving

wages up and ultimately things such as Oakland, California,
happen.

It gets to the point where you can’t operate at any
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profit.

You can’t raise your prices.

You either go out of

business or you make a decision to go elsewhere.
We were unionized down in Oakland.

When we made

this decision to move, we went to the union first and we told
them.

We told them very precisely exactly what we were going

to do, and that the whole reason for moving was an economic
one.

They took it just so — well, they knew it, the Bay area

is the highest labor area in the country, and as individuals

they didn’t disagree with us.
Yet, on the other hand, the union representatives
came back to us and said we will give you a 57-hour cut and

we will give you a moratorium on labor increases for the next
three years, and they went to the city and said what about
taxes, are you willing to cut taxes; no, they were not willing

to cut taxes.
Basically, it was too late because the labor dif

ferential was an average of $3.60 per hour versus $1.85, and
when you have 65 per cent in labor costs, it makes a tremendous

amount of difference.
But I think they will continue to push and push and

push and have all kinds of demands in all areas of benefits,

like pensions and paid holidays and things of that nature that
get totally out of line.
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We just had a recent one out in Illinois,

We made

a complete survey of the area, and we are paying on the average
of maybe 3 per cent over the average going rate for similar
?
jobs. Yet, the union came in and demanded 7 per cent increase.

We battled with them for eight weeks.

They finally went out
i

They were out on strike seven weeks.

on strike.

getting the 3 per cent increase.

The wound up

It will take them ten years

to make up what they lost during that period of time.
they pinched us up another 3 per cent.

Yet

If next year they do

this with five per cent, and so on, along comes the decision
to relocate.
MR. DEVORE:
MR. MEAD:

Where do you think it will end?

I think the Government will start moving

in on this thing and I hate to see it coming, but they will
have to.

MR. CAREY:

But the pressure will be on management

from the Government, not on the union?
MR. MEAD:

On management.

It all gets back to the

point of just how high is up and where do we go and to what
point we will go before they stop.

Take a typewriter.

The retail price of the type

writer hasn’t changed in the last ten years, but I will tell

you that there has been a labor increase every year.

So what
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happens to the profits?

MR. CAREY:

You have gotten more efficient in the

meantime.

MR. DEVORE:

In other words, you can bring steel front

Japan and work it down here cheaper than you can take it from

Pittsburgh.

This can’t go on.

MR. MEAD:

It can’t go on forever.

I sometimes

wonder how industries continue to exist in this country.

,
They

do only by superior service, and that is about the only thing

that can account for it right now.
MR. CAREY:

You are in foreign competition in quite

a big way.
MR. MEAD:

MR. CAREY:

Yes.

Is the economic community going to make

it worse?
MR. MEAD:

MR. CAREY:
MR. MEAD:

They have already.

Do you have an export market?
Yes.

We also have plants over in Germany,

two in Germany, one in Hamburg and one in Berlin.

MR. CAREY:
MR. MEAD:
out of it.

They are part of it?
We have a plant over in England which is

We’ve got a plant up in Canada.
MR. CAREY:

You don’t export directly from the

274

United States, too?

MR. MEAD:

Oh, yes.

Sam Products.

Then pretty soon you are going to be at

MR. CAREY:

a great economic disadvantage inside the Common Market where

they drop their rates.
MR. MEAD:

As they do that, we have to start manu

facturing complete products over there.
CHAIRMAN TRUEBLOOD:

So you are just shifting produc

tion capacity and production out of this country into your

markets.
And you are ’’disemploying" American

MR. CAREY:

workers.
MR. DEVORE:

And you are changing the balance of

trade.

MR. LINOWES:

Do you foresee a possible catching up

as the standards of living rise in the Common Market countries
as it is now doing in the foreign countries?
MR. MEAD:

Well, Germany has moved up rather rapidly,

I think, but I think it has gotten to the point now where it

is going to hold, and if you analyze labor rates over the last

five years, they were going like this, and then like this, and
now they are going like this, and we like that, so it is in
conceivable that they will ever attain the same standards we
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have here.
MR. CAREY:

Certainly not in the next ten or

fifteen years.

MR. MEAD:

In some areas of Japan the labor rates

have risen quite rapidly.

Yet there are other areas in Japan

where they are ’way down.

MR. LINOWES: Do you foresee new markets being

created by very aggressive research and development programs

by American companies and being able to withstand too much of

a diminution of a production capacity here?

True, a shift

but not necessarily a reduction of capacity?
MR. MEAD:

Of course, we have had great industrial

improvement, post-war and during the war.

Just how many new

products you can keep developing and keep moving and shifting
is going to be like a chess game —- where do you move the

knight next.
MR. CAREY:

You also will be facing the European

and Japanese competition, I suppose, in South America, and

you must have other markets.
MR. MEAD:

Latin America.

Of course, the Latin

America area at the moment, with its economic upheaval and
political upheaval isn’t much of a market anyway, except for

some very specific products.
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MR. CAREY:

MR. MEAD:

And Canada is?

Well, the Canadian economy is a problem.

They have placed additional restrictions on import-export

activities and I just don’t see any of the foreign countries
moving up in the same stratosphere as the United States.
I happened to read in one of the publica

MR. DEVORE:

tions that I get, "Economic News,” the comparison of the wage

rates in steel industries, the United States versus the rest

of the world.

The wage rates in the rest of the world came

from a study that appeared in the U. S. News & World Report,

which indicated hourly wages range from 60 cents for Japan to
$1.29 for West Germany.

So "Economic News” made a forecast assuming an aver

age composite rate of the rest of the world of $1.00 an hour
as against a rate in the United States of $4.13 an hour, and

then computed what would happen if the United States continued
to increase wages 4 per cent a year and the Western European
nations and Japan increased wages by 10 per cent each year.

It would be 1987 before they would catch up.
MR. LINOWES:

I thought it was going up higher than

10 per cent in Germany,
MR. DEVORE:

MR. MEAD:

No, 10 per cent in Germany.
France will be moving up a little more
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rapidly now.

I think one of the things we are going to find in

this country is that you are going to have products which are
very proprietary of nature, products very low in labor content,
and beyond that point when you get into high labor content —-

unless we find ways of actually producing with maximum auto
mation.

MR. DEVORE:

I take it with this labor thing you see

no indication of labor becoming more statesmanlike

in its

general approach?
MR. MEAD:

No, I really do not. I think we are

going to see even more activity in the next several years, and
I also think we are going to find Government action on reloca

tion of plants within this country.
it.

They are going to prevent

There is too much shifting from one location to the other

right now.

MR. DEVORE:

Are you suggesting that in the future

the Government might say to you you cannot move from Oakland?
MR. MEAD:
MR* DEVORE:

Oh, yes.

Not that they would say to you that

West Virginia is a depressed area and we want you to locate
there?

MR. MEAD:

No.

As a matter of fact, there have been
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a number of cases already with unions involved where it has
been ruled that they could not locate that operation in another
area.

They could not relocate.
the textile case down in the South.

MR. DEVORE:

CHAIRMAN TRUEBLOOD:

I hate to start tapering this

off so maybe we had better have a few wrap-up questions around

the table.
Jack?

MR. CAREY:

I am not ready.

CHAIRMAN TRUEBLOOD:

MR. LINOWES:

Dave?

I have one as a wrap-up.

The finan

cial statements that are presently prepared, that have been
used for decades, are they meaningful to you or would you have
any suggestions for how to reconstitute them so that they are

meaningful to management?

MR. MEAD:

If you are talking about annual reports —

MR. LINOWES:

Balance sheet, profit and loss state

ments.

MR. MEAD:

As they are presently constituted?

Yes,

I think it was well thought out when it was originally planned

and I think they are meaningful.

I think on the other hand

internal management statements are the things that have
really been lacking in many companies to be able to get effective

279

control on a timely basis.
The information isn’t there fast enough in order

to take appropriate action at an appropriate time.

Of course,

this is management’s problem when you begin to reorganize

internally and you are working with us on your own right now
in doing this.

CHAIRMAN TRUEBLOOD:
MR. MEAD:

Automation may help.

It will help tremendously.

I like to

know at the end of the month, within three or four days,

about where we stand.

Now I have got to wait until the 18th,

19th, 20th of the month and sit there on pins and needles

until you get the results.

CHAIRMAN TRUEBLOOD:

But this also opens up possi

bilities for us if we will capture those possibilities.

MR. MEAD:

It does.

MR. LINOWES:

Would you like to see financial state

ments reflect the changing value of the dollar?
MR. MEAD:

I don’t think so at the moment. (Laughter)

CHAIRMAN TRUEBLOOD:
MR. LINOWES:
MR. MEAD:

Have you finished, Dave?

Yes.

I think you might be able to put a foot

note in the annual report.
going on up in Canada.

I have seen too much of what is

Every time something happens up there,
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we lose another 150 thousand dollars, or something, and we

have got to write it off on our books down here.
CHAIRMAN TRUEBLOOD:

MR. DEVORE:

(Laughter)

Malcolm, what about you?

We accountants traditionally work in

the areas of financial reporting and accounting, as we have
already discussed.

I understand that in some areas of the

world, over in Holland and Belgium, accountants have another

responsibility and that is to report on their evaluation of
management.

Do you think that this should be a useful thing?
Would you think it is within the competence of CPA’s?

MR. MEAD:

I would say certain levels of management.

I think it would be very difficult to have an accountant re

port on the effectiveness of our Vice-President of Manufactur
ing, for example.
MR. CAREY:

MR. MEAD:

Or your President.

No, they could measure the President

easily enough, and actually we do this.

We ask for an evalua

tion of our personnel, and this was reported to the board
without my being there, or, basically, to the audit committee

and executive committee.

CHAIRMAN TRUEBLOOD:
group?

Is this your top top management
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MR. MEAD:

This is basically our financial group.

Consequently, we have made about a dozen changes here in
the last eight or ten months.

We have.

I knew that some of

them shouldn’t be there but I couldn’t get anybody to move
off the dime until we got somebody with real authority and
knowledgeable people to state this to other board members.
MR. DEVORE:

Certainly it should be within the

competence of CPA’s to at least be able to report that this
company, operating through the budget, that it has some plans

as to where it wants to be next year, or five years from now,

maybe, on long-range capital expenditures.

This kind of

thing certainly could be reported upon.

MR. MEAD:

I think it should be reported upon.

I

think that there is probably another function that gets back

to this last point on the statement here.
CHAIRMAN TRUEBLOOD:

That’s right.

I am looking

at that.
MR. DEVORE:
MR. MEAD:

possible.

Yes.

I think we might try looking at that, if

I think it is within the area of the accounting

firm to be able to look out a little bit long-range and see
whether or not the projections and so on that the company is
making are really valid or not.

Sometimes it would be a good
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idea to have them take a look at our five-year forecast.

I interpreted your number six

CHAIRMAN TRUEBLOOD:

to at least suggest that your audit ought to extend into that

area as distinguished from occupying itself with history.
Is that the way you intended it?

MR. MEAD:

Right.

If we have forty million dollars

in inventory when we should only have twenty.

I think this is

an area also that ought to --

That’s right.

MR. DEVORE:

It gets right back

down to the profit motive of the company, whether orderly steps
should be taken to insure this.

We haven’t talked about taxes at all.

MR. CAREY:

Do you interest yourself in taxes?

Or is that completely

the financial executive’s area?

MR. MEAD:

It is basically the financial vice presi

dent’s responsibility.

However, I am very much concerned

with this area.

MR. CAREY:

Do you use lawyers as well as CPA’s in

this area?
MR. MEAD:

firm.

Basically, we have used our accounting

However, there is some controversy, I understand, in

the SEC as to whether or not you should have the auditors do
the tax work as well as --
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MR. DEVORE:

MR. CAREY:

Not with the SEC.
Not SEC. It’s the Bar Association, the

other union.
CHAIRMAN TRUEBLOOD:

MR, MEAD:
MR. CAREY:

Jurisdictional dispute.

We do use our attorneys to some extent.
I suppose in an important matter you

cooperate with the law firm?

MR. DEVORE:

Of course, if you are going to get in

a litigation you are going to have attorneys involved in
that.

MR. CAREY:

Do you feel it would be of any benefit

if CPA’s moved into more responsibility on tax returns?

As

it is now, they really are not attesting to anything in par

ticular.

It’s very fluid and ill-defined a responsibility.

But the Commissioner did say in a speech about a year ago

sort of tentatively that if CPA’s would certify tax returns,
maybe Revenue Service wouldn’t have to examine it, and
created quite a flurry among us and among some of the

clients.

Do you think it would be good or bad for the busi
ness?
MR. MEAD:

I think a lot depends on what accounting

firm is doing the certification.
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MR. CAREY:
for that purpose?

You mean you would get somebody else

(Laughter)

MR. DEVORE:

As a matter of fact, I would hope

he would.
(Off the record discussion.)
MR. CAREY:

From your point of view as a client,

assuming that Haskins & Sells would call the shots as they
saw them, fairly to you and fairly to the Government, and if

this would relieve you of the expense and problem of an ex
amination every year, would it be good business?

MR. MEAD:

I think it would, yes.

I Just wonder

whether you can serve both of them simultaneously.

to save as much as we can.

we possibly can.

We want

We want to pay as little tax as

There are always fringe areas as to whether

or not it will be allowable for tax purposes, and so on and
so forth, and many times in the opinion of not only the ac

countant, the accounting firm but lawyers, they feel that that
is an allowable item, and you go ahead and deduct it.

Now, if you put on the other hat and you say to the
Government, well, we feel it is an allowable item and they

dispute it, I think then we get into some real controversies.
MR. DEVORE:

This is the problem.

CHAIRMAN TRUEBLOOD:

There are in-between, though.
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It is not as categoric as the signature of the CPA is.
I mean, over in England, don’t I understand rightly

that you in effect have disclosure responsibilities for ques
tionable areas and the CPA doesn’t have to settle them.

He

brings them to the attention of others, so this helps a little
bit, maybe.

MR. DEVORE:

Except that in the American system as

we have had it, if you honestly think the thing should be
allowed, you take it.

As I understand it, in the English

system you would have to take the thing out as an item, but

this doesn’t quite agree with your regulations, even though

we think it is right.

That is the area that would bother me

if I were a corporation president.
MR. CAREY:
question.

I got all I wanted in answer to the

The only thing, I can’t help feeling in these areas,

the area where we are concerned -— taxes are an awful burden

on business, cost of compliance is a burden, administration
is a burden; then you have SEC problems and labor relations

where there are quantitative management factors involved —-

it seems to me we have some responsibility to try to work out
a system that over a long pull would be easier and cheaper,

and there is just one idea that has come up in this area.
It seems to me in the labor thing, too, that I haven’t
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heard anything or read much about business having any con

structive solution.

Everybody says it will get worse,

Maybe

there is no solution but you would think there would be.

It

is the only area in our life in which there is no systematic

way of resolving disputes.
MR. MEAD:

Your unions have become so powerful

politically, financially, and they are not subject to the
regulations that business is subject to.

MR. CAREY:

They should be.

CHAIRMAN TRUEBLOOD:

MR. MEAD:

Sure.

They should.

I think that it would

make for a much more effective settlement to make them re

sponsible, just as business is responsible.

When you get these

guys like Jimmy Hoffa into power, this guy has so much power

that the only way you will get rid of him is to take a
thirty-thirty or have him die of a heart attack.

CHAIRMAN TRUEBLOOD:

Well, I don’t want to break

this up but I want to keep our commitments.

We might want Mr.

Mead back again some time so we will get him away on time.
Thank you very much.

Very helpful.

Very helpful,

indeed.
MR. MEAD:

contribute anything.

I don’t know whether I have been able to

You are the experts, after all, and I
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haven’t been in the accounting field since 1940.
MR. CAREY:

Well, you are the expert in the field

of the consumer, which is very, very interesting.
MR. MEAD:

It’s a lot of fun.

CHAIRMAN TRUEBLOOD:

With every consultant we hear

we become persuaded we know less and less about our problems.
MR. MEAD:

Well, as you get older you realize how

much you thought you knew that you didn’t really know.

MR. DEVORE:
the time.

It certainly is good to have you give

Thank you.
CHAIRMAN TRUEBLOOD:

I should say.

We appreciate

it very, very much.

(Thereupon, the meeting adjourned at three-forty-five
o'clock.)

